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LEGISLATIVE PROGRAM AND STATEMENT OF POLICIES 
OF CIVIL AERONAUTICS BOARD 


THURSDAY, MARCH 15, 1951 


Unitep States SENATE, 


CoMMITTEE ON INTERSTATE AND ForeEIGN COMMERCE, 
Washington, D.C. 


The committee met, pursuant to call, at 10 a. m., in the committee 
hearing room, United States Capitol, Washington, D. C., Senator 
Edwin C. Johnson (chairman) presiding. 

Present: Senators Johnson, Magnuson, McMahon, Brewster, Cape- 
hart, and Kem. 

Also present: Edward C. Sweeney, professional staff member of 
the committee. 

The Cuarrman. We are very glad to have the members of the Civil 
Aeronautics Board with us this morning. Mr. Rentzel has some- 
thing he wants to say to us. We will be glad to turn the floor over 
to you, and we expect some more of our brethren here in a little while. 
I do not think we had better wait for them. I think we had better 
penser’ because you seem to have quite a voluminous document in 

ont of you. 

By the time we get through asking questions, it may take up con- 
siderable time. 


STATEMENT OF DELOS W. RENTZEL, CHAIRMAN, CIVIL AERO- 
NAUTICS BOARD; ACCOMPANIED BY JOSH LEE, JOSEPH P. ADAMS, 
OSWALD RYAN, AND CHAN GURNEY, MEMBERS OF THE CIVIL 
AERONAUTICS BOARD; AND JAMES M. VERNER, ACTING EXECU- 
TIVE DIRECTOR OF THE CIVIL AERONAUTICS BOARD; AND 
EMORY T. NUNNELEY, GENERAL COUNSEL, CIVIL AERONAUTICS 
BOARD 


Mr. Rentzex. Mr. Chairman, we are very happy to have an oppor- 
tunity to sit with the committee. I asked my colleagues of the Board 
to join me, and we were most anxious to all be here, first, to assure 
you that we now have a five-man Board for the first time in some time. 

Mr. Chairman, this document is rather long. I will undertake to 
read it. If it begins to drag, perhaps we can skip over some of it. 

Mr. Chairman and members of the committee, the Board is ex- 
tremely pleased to have this opportunity to appear before you at the 
beginning of the Eighty-second Congress and to present our views on 
certain of the problems confronting aviation and air transportation at 
this time. I have divided my presentation into three major parts: 

The first of these deals with the internal reorganization of the 
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Board’s staff, which is now actively in progress; the second, with two 
of the major problems now confronting the Board, namely, the regu- 
lation of the irregular carriers and the future of the local service car- 
riers; the third, the fields where we believe additional legislation is 
necessary if the Board is to help air transportation serve most effec- 
tively in the current national emergency and at the same time pro- 
vide the Board with the tools it needs to deal effectively with prob- 
lems arising out of changing conditions in the air transportation in- 
dustry. 

I think I can summarize the matters with regard to the Board’s re- 
organization, Mr. Chairman, and save a little time. 

The Cuairman. Go right ahead. 

Mr. Renrzex.. Before I came to the Board, the Board had adopted a 
reorganization plan which has in my opinion proved out to be very 
sound, That plan was put into effect. The principal purpose was to 
streamline the operations of the Board, to ath td them more functional, 
and in every way possible to speed up the procedures. 

I think that has been accomplished. The Board is now operating 
under Reorganization Plan No. 13, which vests in the Chairman the 
principal administrative duties, and in the Board the policy. 

At the same time an executive director has been appointed, Mr. 
Verner, who is sort of the general manager of the Board. It gives 
the Board some central head for direction of the activities of the staff, 
for the basic planning of work, and work load; and it has been, in 
my opinion, extremely effective. 

The principal other reorganization was the reorganization of the 
Bureau of Economic Regulations, in which we concentrated all 
operating functions of rates, structures, routes, and other economic 
matters. That involved the transfer of some of our legal people from 
the Office of the General Counsel to the Bureau of Air Operations, as 
we now call it; and gave to one person heading each division the total 
responsibility—where it had been previously divided between the 
General Counsel and the Bureau of Economic Regulations. 

I feel certainly that it is a step in the right direction and is going 
to prove very effective in reducing the amount of time necessary to 
process our cases. At the same time other procedural changes have 
been inaugurated in an effort to improve the operating efficiency, and 
I believe in summary we have taken the steps that will be effective in 
trying to get to the maximum of our efficiency in operating within 
the Board. 

I might add this point, The basic objective of the Board in addi- 
tion to reaching a current level in its work load is to achieve a stabili- 
zation of the air transportation system through the finalization of 
mail rates, lowering of subsidy requirements through mergers, elimi- 
nation of uneconomic services, and refusal in general, until such time 
as the system is stabilized, to award additional routes except where 
the existing services cannot meet the public need. 

This does not mean that the Board is committed to any system of 
monopoly. It does mean that the Board does not believe that any 
substantial additional competitive routes are required during this 
period of mobilization. 

That is a departure, at least a clarification, Senator, from our past 
policy, one on which we think the Board must embark for the time 
being“in order to stabilize the operation of our air carriers and to get 
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at this question of subsidy and reduction of subsidy. It leads into, 
of course, the necessity for mergers and as soon as we are able to 
complete a route pattern, on which Mr. Lee is working for the Board 
as a whole, endeavoring to arrive at a good route structure, we feel 
that it would be unsound to go into any wholesale or any major or 
even any substantial award of additional routes. 

I think it is more in keeping with the times, and I am sure it is a 

olicy which the President himself feels is sound and one in which 
23 has given us some support. 

Senator Brewster. What is your idea about the subsidy situation ? 
I notice you speak of lowering subsidy requirements. Do you antici- 
pate that ? 

Mr. Renvrzev. Yes, sir. Our objective, Senator, by stabilizing the 
route structure and by determination of what the route pattern should 
be, and by promoting such mergers as would seem to be in the public 
interest, and by stabilizing the rate structure, is to seek and hope to 
get the majority of our trunk lines off of a subsidy basis in the reason- 
ably near future. 

We are making excellent progress, in my mind, toward getting four 
of the largest carriers over on a compensatory rate basis this year. 
This should be rapidly followed, if our formula is correct, by a large 
number, or a substantial number, of additional carriers. 

Senator Brewster. That would be on the domestic 

Mr. Renrzex. Yes, sir. 

Senator Brewsrer. You would not expect to get your overseas 

Mr. Renrzev. I do not see how we could hope to get the overseas off 
of a subsidy basis. 

Senator Brewster. Do you effectuate any savings through the Pan- 
American-American Overseas merger? 

Mr. Renrzeu. It is a little early to see any because they have had 
the lingering problem of personnel! to deal with, elimination of extra 
personnel, and the more or less bonus awards, termination awards, 
that go with the Burlington formula. I do not believe we have seen 
any savings as yet, but I would suspect it would be another 6 months 
before we would begin to see some savings in it. 

On the whole, as to the international part of our business, the Board 
has reconsidered the legislation which was before you at the last part 
of the last session, and given it a great deal of thought. It is our 
present feeling that we are not able to say just where a separation of 
subsidy and compensatory mail pay would lead us in the international 
field. We have suggested some legislation to the Bureau of the Budget 
which leaves out the international air carriers at this time. 

In addition to that, at the request of the committee and Senator 
Johnson, we have undertaken in the Air Coordinating Committee a 
thorough Study of the international subsidy question. We do not have 
the answer to it yet; but I am quite sure, wolling with the committee, 
we will get an answer. However, at the moment we just do not have it. 

Again we would like to emphasize that our work has been completely 
harmonious with the committee’s work in the same field, and, me we 
do get an answer, I am sure we can make some progress. | 

Senator Brewster. There is no particular overlapping of duplica- 
tion in the studies? 

Mr. Renrzev. Not between the study of the committee and that of 
the Board, no sir. 
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The CHarmman. At this point we will insert in the record that por- 
tion of Mr. Rentzel’s prepared statement dealing with the organiza- 
tion of the Civil Aeronautics Board. 

(The statement referred to is as follows :) 


BoarD ORGANIZATION 


The Board, as well as other governmental regulatory agencies, has received 
considerable criticism from the press and from various elements of the public 
in connection with the time consumed in the reaching of decisions and in the 
performance of its statutory duties. It is clear that so long as informed judg- 
ments are to be made, it is necessary for sufficient staff work to be accomplished 
to permit the Board to give full and adequate consideration to its decisions. This 
is especially true where the rights of private parties are involved. Necessarily in 
such situations, calling for agreement of the members of a commission-type 
agency, decisions cannot be reached overnight on major and important questions. 
Nevertheless, we have recognized the validity of some of the criticism which has 
been directed at us and the way we function, and are taking steps to improve 
the efficiency of our organization. 

One procedure which is now beginning to show results in time saved at hear- 
ings is the informal conference procedure in mail-rate cases. In brief, this 
procedure is one where the staff fully explores all the issues with representa- 
tives of the Post Office Department and carrier concerned prior to the com- 
mencement of the formal rate proceeding. As a result of these conferences the 
Board is in a better position in issuing its tentative opinion and order to show 
cause, and in many cases the carrier will accept the rate set in the preliminary 
order. Thereafter only a pro forma hearing need be held. This procedure was 
established some time ago and has now definitely demonstrated its value. 

One of the most important programs established by the Board in recent months 
has been the policy-planning activity which was formalized and given priority 
Status early in November 1950. The Board at that time created from among 
its top-flight staff personnel a planning group to advise the Board with respect 
to long-range policies On major questions facing the Board. The results of the 
planning activities are beginning to become apparent. The formalization of 
definite plans serves two useful functions. First, it sets a patfern within which 
the Board can decide its day-to-day proceedings. Secondly, it advises the in- 
dustry as to the direction of the Board’s thinking and makes it easier for the 
industry to tailor its efforts accordingly or to bring out in bold relief before 
the Board such errors as may have developed in the policy planning. Pursuant 
to its planning program, the Board has had under active consideration its policy 
and program with respect to separation as between subsidy and service mail 
pay. It has determined upon a policy with respect to international negotiations 
in route and capacity matters. It has arrived at agreement on the role to be 
played by the irregular carriers and has adopted a program which we believe 
should channel the activities of these carriers along beneficial, useful lines. It 
has determined upon an air transportation policy for Alaska. It has under 
active consideration certain passenger-rate policies. It has nearly completed 
development of the principles and economic policies to be followed in connec- 
tion with the merger of air carriers. When these plans have formally been 
approved by the Board and the details in connection therewith worked out, it is 
our intention to advise the appropriate committees of the Congress as to the 
results reached in each case. 

Following the creation of the special planning staff, which, as previously 
indicated, has been functioning extremely well, the Board created the position 
of Executive Director of the Civil Aeronautics Board which, as the highest 
staff position in the Board, is responsible for planning, directing, and coordinat- 
ing all staff activities in order to achieve an effective and economical operation. 
This position functions under the supervision of the Chairman of the Board 
and includes such responsibilities as directing the development of operational 
plans, scheduling the flow of work according to priority, and directing the efforts 
and cordinating the activities of the heads of the various offices and bureaus. 
It has become increasingly clear during the 344 months that this office has been 
in existence that it meets a distinct need within the Board and is accomplishing 
a better and more effective production from the staff. We anticipate that as 
the organization continues to operate under the direction of the Executive Direc- 
tor, the Board and the Chairman will be substantially relieved from executive 
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and administrative duties and will be able to devote full time to the major 
decisions and planning required of us. 

The third step in the reorganization process has been the adoption of a func- 
tional approach to the work of the staff. In this connection certain of the 
operating functions of the general counsel's office have been transferred to the 
newly created Bureau of Air Operations, which supersedes the former Bureau 
of Economic Regulation. The new Bureau, whose Director is a very able admin- 
istrator, has primary responsibility for all economic operating activities in- 
cluding rates, routes, carrier agreements, reports, statistics, and related account- 
ing data in addition to these new legal operating responsibilities. The Office of 
the General Counsel has also been reorganized and has taken over the opinion- 
writing function from the Bureau of Hearing Examiners. This entire change- 
over took place on February 19. 

We have made a good start in streamlining the staff and activities of the 
Board with the primary objective of confining our operations to essential matters, 
eliminating frills, and producing a workmanlike product as expeditiously as pos- 
sible. Further relatively minor organizational changes are in the mill and will be 
carried forward to completion as rapidly as possible. 

The basic objective of the Board, in addition to reaching a current level in 
its workload, is to achieve a stabilization of the transportation system through 
the finalization of mail rates and’ lowering of subsidy requirements through 
mergers, elimination of uneconomic services, and refusal, in general, until 
such time as the system is stabilized, to award additional routes except where 
the existing services cannot meet the public need. This does not mean that the 
Board is committed to any system of monopoly. It does mean that the Board 
does not believe that any substantial additional competitive routes are required 
during this period of mobilization. 


PROGRAM AND POLICIES OF CIVIL AERONAUTICS BOARD 


IRREGULAR AND LOCAL SERVICE CARRIERS 


Mr. Renrzex. One of the major problems we have been faced with is 
this irregular carrier problem, the nonscheduled airlines. It has been 
brought to the attention of the committee several times, and I would 
like now to diseuss on behalf of the Board this particular problem. 

Before discussing the situation as it now exists with respect to the 
irregular carriers, it may be useful if I briefly review the history of the 
noncertificated carriers and their relationship to the certificated car- 
riers. 

Prior to the enactment of the Civil Aeronautics Act of 1938, there 
was no provision in the law which required economic operating permis- 
sion from the Federal Government before a new airline could start in 
business. The field was open to all who chose to enter it, and any 
organization possessing adequate aircraft and facilities to meet the 
safety standards of the Federal Government could start operating an 
airline between any points it wished. 

At that time, however, this opportunity was not a gold mine, since 
with the equipment then available economic operations were almost 
impossible without Government aid. This aid in turn was furnished 
by the Government in the form of mail contracts which were entered 
into by the Postmaster General with those operators submitting the 
lowest responsible bids for the route. 

During the middle thirties, the air transport operators, recognizing 
the need for protection against the chaotic conditions which might 
arise in the biliary, actively campaigned for legislation which, among 


other things, would (1) give some measure of stability through protec- 
tion against uneconomic competition over the routes operated; and (2) 
afford a sounder basis for subsidizing operations which were neces- 
sary in the public interest. 
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The Members of the Congress and officials in the executive branch 
were equally desirous of obtaining appropriate legislation, with the 
result that the Civil Aeronautics Act became law in 1938. This pro- 
vided, through the mechanism of certificates of public convenience 
and necessity, a framework within which competition was limited and 
controlled in the public interest. 

At the time of the enactment of the act there were only two classes 
of air operators—the first were the airlines which performed regular 
passenger service and generally carried the mail pursuant to the 
contracts already referred to above; the second were the small fixed- 
base operators possessing small airplanes, which they used primarily 
in short-haul, demand-type charter operations and without Govern- 
ment support. 

Since both types of operators were common carriers under the deci- 
sions of the courts, the Civil Aeronautics Act encompassed both in its 
regulatory scheme. However, the Congress incorporated in the law 
a provision permitting the Board to‘exempt air carriers from the 
economic provisions of the act where their operations were of such 
limited extent or were affected by such unusual circumstances that 
the economic requirements—including the requirement for holding a 
Federal certificate of public convenience and necessity—would be an 
undue burden upon them. 

Thus, at the outset of Federal economic regulation of air carriers 
the solution was easy. It was to require all airline-type operators 
to hold certificates of public convenience and necessity and to exempt 
the operators of the small airplanes from the economic provisions of 
the act so as to permit the continuance of the irregular type of service 
they then performed. The difficulties with this approach arose 
shortly after the end of the war. 

The availability of transport-type aircraft, trained personnel to 
operate them, and a strong public demand for air transportation 
which the certificated lines were then not completely able to fill com- 
bined to make the air transport field a very attractive one for the 
war-trained pilot. The service which these new operators desired to 
perform was essentially a route-type service which, under the provi- 
sions of the act and the Board’s then existing regulatory policy, could 
be provided only after a certificate of public convenience and necessity 
had been obtained. 

However, they attempted to fit their operations into the framework 
of the earlier exemption regulation. ‘The subsequent history is well 
known to the committee, with the Board on the one hand attempting 
through regulatory and enforcement action to keep these vital new 
carriers to an irregular and demand-type operation and the carriers 
on the other hand attempting to provide as regular a service as possible. 

The Board, in tightening up its irregular air carrier regulations 
in order to meet the problems posed by the growth of the large irreg- 
ular carriers, also imposed restrictions on the small fixed-base operator. 
We have now reexamined this policy with respect to the small irreg- 
ulars, and I am pleased to state that on February 14, 1951, the Board 
approved for circulation to the public a proposed regulation which 
would permit regularity of operations within the continental United 
States of aircraft operators utilizing equipment of less than 12,500 
pounds. 
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In issuing this regulation for public comment, it was the Board’s 
belief that these small aircraft operations were primarily auxiliary 
to, and not in competition with, those of the certificated air carriers. 
Costwise their operations will be considerably more expensive and 
their service in general will be less reliable than is the case with the 
certificated carriers. ' ' 

The small air carriers will perform basically an air-taxi-type service 
from points on airline routes to communities not now served by air 
transportation. We now believe that this activity should be per- 
mitted on a regular basis in order that the utmost advantage and 
usefulness may be obtained from the small irregulars in happy com- 
bination with our existing certificated air transport system. 

Senator Brewster. How many would an airplane like that 
accommodate ¢ 

Mr. Renrzew. Four or five. It would be the small charter service, 
principally. One of them that runs from Los Alamos to Albuquerque 
runs a Bonanza, a single-engine airplane, back and forth fairly 
regularly. 

Senator Brewster. That up in our State would be very useful be- 
cause there are a lot of summer resorts around there, where they would 
run 2 or 3 months in the summer. 

Mr. Renvzev. This would permit them to do that without having 
any certificate. Really it was not that type of operation we are trying 
to get at. It is the duplication of the scheduled routes. 

Senator Brewster. They would not operate in the winter because 
there would be very little traffic. 

Mr. Renrzet. With respect to the large irregulars our task, as 
might have been expected, was far more difficult. During the past 
few months the Board again intensively studied all the available facts 
concerning these carriers in order to determine what their proper 
place in the air transportation picture should be and how to utilize 
their equipment and personnel in the most constructive manner for 
the national good. 

As a result of this study, two points became quite clear. The first 
was that despite the irregularities in their growth, there is a real 
place in the air transportation system for the large irregular carrier. 
The complete elimination of this class of carrier appears to the Board 
as out of the question, and we believe that there will certainly be such 
carriers in the future. 

However, the Board is convinced—and this is the second point 
brought out by our study—that it would be contrary to the intent of 
the Congress, as set forth in section 401(a) of the Civil Aeronautics 
Act, to permit these carriers to perform regular, route-type opera- 
tions serving the general public, without having first obtained a 
certificate of public convenience and necessity issued by the Board. 

Senator Brewster. By that you mean you would give them a cer- 
tificate for a route? 

Mr. Renrzev. They would have to apply in the formal fashion for a 
route certificate. 

Senator Brewster. That is, they would not get a certificate to 
operate’ They would have to have a certificate for a certain route 
on which they could operate irregularly / 

Mr. Renrzev. No, sir. The idea is this: What they have been 
doing is to take a route such as New York-Miami and they run regu- 
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larly between New York and Miami. That in our opinion comes 
clearly within the scope of section 401 of the act and requires a cer- 
tificate. 

That is the sort of operation that they wish to conduct. They do 
not wish to conduct an irregular operation as has been identified in 
the exemption order. That is the sort of thing we do not feel we can 
permit under the act without a certificate. 

Senator Brewster. Perhaps you clear it up a little further. 

Mr. Renrzev. I think I do. This study has thus reinforced our 
earlier conclusions that the appropriate role of the large irregular 
carrier is the performance of an on-demand, charter-type service, 
frequently but not necessarily in combination with other aviation ac- 
tivities. Because they are free from the requirement of providing 
adequate service to specified points, they will also be in a position 
to seek out new fields of exploitation, thereby broadening the area 
of service of the air transportation industry. 

In addition, the large irregulars are available to meet the unpre- 
dictable demands which arise for air service. They fill in the gaps 
in the air transportation system, provide a leavening of fresh thought 
and innovation, and are always available for emergency needs. Their 
role is an important and responsible one. 

As the committee is well aware, certain of the carriers holding ex- 
emption authority from the Board to perform irregular service have 
consistently violated the conditions of their exemptions and have con- 
ducted regular route-type services over major traffic segments, de- 
spite numerous direct and official warnings that they must not do so. 
The Board is going to continue to take positive and vigorous en- 
forcement action against these carriers. 

However, we believe that possibly the best enforcement weapon is 
the provision of a means whereby the services available from these 
irregular carriers can be channeled into a proper, useful direction 
instead of the uneconomic competitive struggle for route-type op- 
erations with the certificated carriers. 

The Board has given much thought to this subject, and we be- 
lieve that our statement of policy, issued March 2, 1951, together with 
the amendment to part 291 and the military service exemption orders 
which were issued at the same time, will be a long step toward ac- 
complishing this end. 

(The statement referred to is as follows :) 





CiytL AERONAUTICS BOARD, 
WASHINGTON, March 2, 1951. 


STATEMENT OF Po.nicy 
THE ROLE OF THE LARGE IRREGULAR CARRIER 


The role of the large irregular carrier in the air transportation industry is two- 
fold—innovation and supplemental service. Their role does not include the 
performance of route-type services. Such services can and should be provided 
anly upon due application and public notice and hearing in accordance with 
the certification requirements laid down in the Civil Aeronautics Act. Essen- 
tially, this role of the large irregular carrier can best be fulfilled through the 
performance of an on-demand, charter-type service, frequently but not neces- 
sarily in combination with other aviation activities. 

It is important to the air transportation industry that there should exist car- 
riers with aircraft, personnel, and facilities available to fill the unpredictable 
demands which cannot be met by the certificated air carriers who must provide 
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adequate and regular air service to the communities they have been authorized 
to serve. Since they are free from this requirement of rendering adequate ser- 
vice to specified points, irregular carriers are in a position to seek out new fields 
of exploitation, thus broadening the area of service’of the air transportation 
industry. In the present period of national emergency, however, the role of 
innovation is subordinate, since great demands have arisen for the performance 
of special charter services for the Department of Defense and for groups of 
servicemen on furlough. There is every indication that the need for such serv- 
ices will increase, perhaps to a point where the combined efforts of certificated and 
irregular air carriers will not meet the demand. 

The number and size of carriers that can profitably engage in irregular air 
services are matters for economic forces to determine. In consequence, the 
field should be left open to newcomers, but in place of the blanket exemption 
formerly granted certain operators of nonscheduled air services will be sub- 
stituted a system of individual exemptions issued only after a careful screening 
of the individual applicants to determine whether they have made a clear and 
convincing showing of special circumstances justifying the exemption requested, 
and of their willingness and ability to conform to the requirements of the act 
and of the Board’s regulations. 

To write a regulation limiting the large irregulars to a charter-type service 
is a peculiarly difficult task because of the economic factors which tempt them 
to utilize the many devices for engaging in route-type services without following 
the pattern for certification required by the act. The experience of the past 3 
years has provided abundant evidence of this fact. The regulation must there- 
fore be drawn in terms which define precisely the boundaries beyond which the 
irregular air carriers may not go. Draft Release 48 is such a regulation, setting 
exact numerical limits upon the number of flights which may be performed by 
a carrier in 1 month between any two points, and prescribing definite standards 
of irregularity. The purpose of this draft regulation is primarily to encourage 
the large irregular carriers to direct their energies into the charter type activities 
which they are exempt to perform, for our information shows that carriers per- 
forming such services would rarely if ever be hampered in their operations by 
reason of the restrictions proposed in Draft Release 438. It is only because ex- 
perience has demonstrated the impracticability of any other form of regulation 
that it must be drawn in the form of a statement of prohibitions. 

Draft Release 48 is therefore being promulgated as an amendment to part 
291 of the Economic Regulations of the Board. However, in one respect the 
regulation will vary from the draft release. Included among the route segments 
over which a large irregular carrier might conduct not more than three flights 
a month were New York-Puerto Rico and Miami-Puerto Rico. Because the 
Territory of Puerto Rico, like the other Territories, has special needs for air 
transportation to and from the mainland, that special restriction will be removed 
with respect to Puerto Rico, so that it ‘will be on the same basis as the other 
Territories, and under the regulation, any large irregular carrier may provide 
up to eight trips in 4 weeks so long as the flights conform to the standards 
of irregularity. 

The continued existence of temptations to engage in route-type services will 
mean that the Board must act promptly against the irregular air carriers that 
directly or indirectly subvert the purpose of the regulation by engaging in such 
activities. The present program for disposing of the applications for individual 
exemptions will therefore be pushed as rapidly as possible. Applications of 
carriers that have in the past, despite official warnings, engaged primarily in 
route-type services will be denied. 

The relationship of the large irregular carriers to the present national emer- 
gency requires special attention. The policy of the Department of Defense is 
to deal with carriers at the various bases through associations of carriers rather 
than directly with the individual carrier. The lack of any such approved 
association of irregular air carriers has to some extent precluded full use being 
made of their services by the Department of Defense and by groups of service- 
men. We therefore are inclined to view favorably any efforts of the large 
irregular carriers to form themselves into a reputable association, or associa- 
tions, in order to eliminate this difficulty. For our own part, for a period of 
6 months we shall exempt all of the irregular air carriers with transport-type 
aircraft in order to permit them to carry traffic, moving at Government expense 
pursuant to contract calling for the furnishing of the full capacity of the air- 
craft, for the Department of Defense without regard to the restrictions against 
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regularity or the restrictions against the carriage of persons in foreign air 


transportation. 
With respect to the carriage of military traffic traveling at the expense of the 


individual concerned, these restrictions will not be lifted in regard to the 
carriers individually, but they will be permitted to act collectively to furnish 
transportation to service personnel when so authorized by the Military Estab- 
lishment, even though the collective transportation so furnished exceeds the 


amount permissible for the individual carriers. 
The Department of Defense is, of course, interested in dealing with those 


carriers whose records establish them as reliable and trustworthy. In conse- 
quence, we believe that the program of strict enforcement, which we intend to 
intensify, will tend to promote the kind of air transportation most needed at the 
present time. Certain individual carriers will be eliminated, but we believe 
that the policy we have outlined will simply tend to direct their personnel and 
aircraft into channels more in conformity with the general public interest. 

Mr. Renvrzeu. Briefly, the action of the Board on March 2, 1951, is 
designed to eliminate the temptation to exceed the moderate frequency 
permitted the large irregulars by placing their excess capacity at the 
disposal of the military services. To accomplish this end, the large 
irregular carrier exemption regulation (pt. 291) has been amended 
to provide a maximum of three flights in each direction between cer- 
tain named pairs of important traffic points; other pairs of points 
may be served eight times in each direction during every 4-week 
period. This regulation, being extremely definite, will be easier to 
understand on the part of the carriers and easier to enforce on the 
part of the Board. 

The CuHatrman. Do you think an irregular carrier can live under 
those conditions ¢ 

Mr. Ren'rzex. I think he can. 

The Cuarrman. Do you think he can work 3 days a month and make 
three trips a month and exist? 

Mr. Renrzev. I think he can, with the military provisions that I was 
going to read next, Senator. 

The CuHarrman. Is there any thought of shifting the irregular 
carrier to points of congestion? For instance, I am told—and I do 
not know a thing about it except I was told by a person who claims 
to know it, and he challenged me to try and buy a ticket and try to 
get a reservation between New York and Dallas. He said that I 
would be very fortunate if I could get a reservation within 3 days; 
that I would have to wait 3 days before I could get a reservation; 
that there was complete congestion on that route. He said there are 
several other routes in the country that are in exactly the same 
condition. 

Is there any thought by the Commission of shifting irregulars and 
giving them the right to operate between points of congestion when 
these congestions develop ? 

Mr. Rentzet. Mr. Chairman, we have felt that to permit the irregu- 
lars to operate on a regular basis between any two points is something 
that we cannot do without a certificate. 

The Cuarrman. I would agree with that. But suppose that you 
said, “Now, since there is a lot of congestion between New York and 
Dallas, and the regular airlines are unable to take care of it, we will 
turn three or four irregular carriers loose on that for 3 weeks or 6 
weeks, or something like that, until that congestion is removed, or 
the certificated carrier is able to take care of his transportation.” 

; would you have such freedom of action if you wanted to exercise 
it! 
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Mr. Renrzev. We could possibly do it under an exemption; but it 
would be a question of whether we could do it consistent with the act. 

I might defer to some of my colleagues on that who are a little more 
learned on the subject than Iam. Perhaps Senator Lee might have 
something on that. Do you have anything on that? 

Mr. Ler. I think you answered it. It is a question of decision. If 
the traflic would be sufficient to congest it at one time, unless there 
was some reason for it being seasonal, then the volume of traffic might 
argue in favor of an additional certificate there. 

The Cuatmman. I do not know whether an additional certificate 
would answer the question. What I am talking about is an emergency 
case, where congestion develops and for some reason the certificated 
airline has not seen fit to equip itself sufficiently to take care of the 
traffic; you might put an irregular in there for a week and maybe 
they would snap out of it and get some equipment in there and do the 
job. Or maybe the emergency would not last. 

Mr. Ler. The Board undertook to do that with respect to overseas 
traffic a year ago, and before that, when it was obvious that certain 
heavy traffic was going to develop between the United States and Italy 
during holy year. 

Our position generally was to see the airlines that served that and 
find out if their equipment was such that they could meet the situa- 
tion; and where they could not, and after they agreed they could not, 
then we by exemption gave the irregulars an opportunity to bring 
their equipment in and meet that emergency. 

Now I take it, Senator Johnson, you had in mind something like 
that with respect to the domestic situation ? 

The CHatrman. Exactly, only perhaps for a brief period, because 
I do not know what may be the cause of the emergency, whether it is 
a lack of equipment on the part of the certificated airline, neglect of 
their responsibilities, or what the cause may be. 

I am just wondering on what basis you can give an irregular the 
right to make three flights a month. What is there sacred about 3 
flights over 30 flights? What is the difference in principle? 

Mr. Renrzex. It is a determination based on the record. It is not 
just three flights a month; it is the three flights between any two points. 
He can make three flights between New York and Dallas. 

The Cuarrman. How did you get that three? Did you reach up 
there in the sky and get it ? 

Mr. Renrzev. Our staff worked it out from experience. What we 
have been trying to do is interpret what the word “irregular” means. 

Senator Brewster. That was designed, I take it, to mean what the 
Senator suggested, that sometime during the month if those three 
flights were available, it might relieve this pressure ? 

Mr. Renrzew. No question about that. 

Senator Brewster. On the other hand, you say sometimes you can 
make ei ight trips; you can go eight times? 

Mr. Renrzev. I want to emphasize that is just between any two 

0ints. 
The Cuatmman. The only difference between what they are doing 
here and what I am suggesting is that this is regular. They can make 
three flights a month between New York and Miami, or New York and 
Dallas, and that goes on and on forever. What I am suggesting to 
relieve congestion is—— 
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Senator Brewster. If there is need for it. 

The Carman. The present regulation does not say anything about 
the need for the service. 

Senator Brewster. What about rates? Are they allowed to charge 
any rates they want? 

Mr. Renrzev. We have no control over their rates. Their rates are 
filed. 

Senator Brewster. But they are not controlled? You mean you 
do not require them to charge the same as the certificated carriers / 

Mr. Verner. Not necessarily. 

Senator Brewster. They can cut rates? 

Mr. Verner. Their rates are subject to approval. 

Senator Brewsrer. But you do allow them to cut rates? 

Mr. Verner. Yes, sir. 

Mr. Renrzev. They operate roughly at the rate of 214 cents a mile; 
3 cents, [ think, is about as high as they go. 

The Cuarmman. I am wondering how you arrived at the three 
trips every 4 weeks. 

Ate Renrzev. Admittedly it is an arbitrary figure, Senator. It is 
one that was developed from experience over a period of time in try- 
ing to atenest what “irregular” is. Any more than that, in the opin- 
ion of the Board, becomes a regular operation. 

The Cuarmman. It is far more arbitrary than if the Board discov- 
ered that you had a congestion between two points, and you would 
say, “Well, because of this congestion, and while the congestion re- 
mains, we are going to have some irregular service.” 

Mr. Renrze.. Irregular on a regular basis; and by that you mean 
run a regular trip? 

The Cuatrman. Yes; while this congestion exists. 

Senator Brewster. As I would gather from this, these fellows have 
11 points there. They can operate between each of those two points 
three times in a month. 

The Cnatrman. The same people? 

Senator Brewster. That would be 33 flights. That is one a day. 

The Cuatrman. Do they have to fly around from one point to an- 
other empty / 

Senator Brewster. The first five are New York; then five are Chi- 
"ago. 

The Cuairman. How do you get from New York to Chicago ? 

Senator Brewster. When they get to San Francisco, they can go 
back to Chicago. 

The Cuatrman. Here is Los Angeles and San Francisco. Is that 
not an intrastate operation? What control do you have over that? 

Mr. Renrzev. We do not have any control over the intrastate serv- 
ices. At least we have never assumed any, Senator. There are only a 
few of those intrastate operations. 

The Cuarrman. Of course the irregular carrier could go from New 
York to Miami 

Senator Brewster. Three times. 

The Cuairman. New York to Los Angeles 

Senator Brewster. Three times. 

The Crairman. New York to San Franciseo— 

Senator Brewster. Three times. 
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The Cuarrman. New York to Detroit 

Senator Brewster. Three times. 

The Cuarman. New York to Chicago—— 

Senator Brewster. Three times. Fifteen round trips. 

The Cuarrman. Are those round trips in each case ¢ 

Mr. Renrzev. No, sir. Those are one-way trips. The limit is 
“three flights in the same direction” in any 4 weeks’ period. 

The Cuarmman. The irregular in operating out of New York would 
very well take care of those. Now, how do you give that right to 
them ? 

Mr. Renvzev. We give them to individual carriers by an exemption, 
a letter of registration and exemption, Senator. 

The Cuarmman. How many would you assign to that New York 
operation, New York-Miami, New York-Los Angeles? 

Mr. Renrzet. I think we will end up with about 20 such carriers 
that will get a letter of registration, people that have a good operating 
and a good safety record. 

The Cuarrman. All over the United States? 

Mr. Renrzeu. Yes, sir. 

The Ciairman. You would not shift them as congestion developed ? 

Mr. Renrzev. No, sir; we had not thought of it. I think it has 
some merit. Personally I have not given it any thought. I do not 
know whether the staff has or not. Have you ever thought of assign- 
ing some irregulars to a particular route ¢ 

Mr. Verner. The whole idea is, by diversifying their efforts they 
can hit these traffic peaks from place to place and still not exceed their 
trip limitations. 

Mr. Renrzev. It would leave the initiative to them, of course. 

Mr. Verner. That is right. They know where they can get their 
best traffic. 

Mr. Renrzev. They usually follow congestion. 

The Cuarrman, It is a difficult problem. Of course, they could 
only follow the congestion between, for instance, New York and Dallas, 
up to their trip limitation. 

Mr. Renrzev. It is a very difficult problem. Mr. Verner also 
ee out something else to me, Senator, that in the case of New 

ork-Dallas, if it is not a route specified, there is an eight-trip limita- 
tion, and they could fly it. 

The Cuarmman. I do not know whether there is any congestion be- 
tween New York and Dallas. I was just told that, and I used that 
merely as an example, not as an actual fact, because I know nothing 
about it. 

Mr. Renrzev. It may well be. We just have not been familiar with 
it. But as I understand it, they could operate eight trips between 
New York and Dallas, if it is not on the limited route. Those routes 
that were listed there were for the purpose of limiting the operation 
of a route-type service along those particular routes which are most 
popular for the irregular carrier. 


MILITARY SERVICE EXEMPTION FOR IRREGULAR AIR CARRIERS 
In addition to the foregoing revision, the Board issued a military- 


service exemption order applicable to all large irregular carriers and 
irregular transport carriers, which will remain valid for a period of 
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6 months and is subject to renewal. Under this exemption order every 
such carrier will be permitted to engage in operations for the Military 
Establishment without limitation as to frequency or regularity in 
cases where the full capacity of the airplane has been chartered and 
is paid for by the Government. ig. 

Moreover, by the same exemption order we have made provision for 
adequate, and we believe responsible, service by irregular carriers to 
and from military bases for the purpose of handling furlough traflic. 
This permission, which is limited to the carriage of personnel in uni- 
form, will provide a means whereby service — will have air 
transportation readily available to them at their bases. 

Throughout the development of this exemption order we have been 
in touch with the various departments of the Defense Establishment 
and have been assured that there is a real need for this furlough 
transportation which, up to the present time, irregular carriers have 
not performed. As part of this program the Board also approved two 
different associations of large irregular carriers so as to permit the 
carriers to have common representatives for dealing with the ae vvant 
Establishment here in Washington and for the solicitation of furlough 
trafic at bases designated by the Defense Establishment. _ 

That has been, if I might say, Senator, one of our kay prob- 
lems, the sale by ticket agencies of transportation which never has 
been performed. That has been one of our most difficult enforce- 
ment tasks. The military personnel are one of the principal victims. 

We think this plan will give the Defense Establishment the service 
it needs, and at the same time will not provide cut-throat competition 
with the regular carriers. 

The Cuairman. At this point I will insert in the record correspond- 
ence I have had with the Chairman of the Civil Aeronautics Board 
concerning improving service for military personnel and their families 
to and from large military training camps. 

Unirep States SENATE, 
INTERSTATE AND ForeEIGN COMMERCE COMMITTEE, 
February 13, 1951. : 
Hon, Detos W. RENTZEL, 


Chairman, Civil Acronautics Board, 
Washington 25, D.C. 

Dear Mr. CHAIRMAN: I know that the Civil Aeronautics Board is anxious to 
contribute the maximum of speed, convenience, and economy of travel to the 
war effort, particularly in the travel of men who wear the uniform of the armed 
services. 

With this thought in mind, I call to your attention the fact that some of the 
airlines of the Nation use airfields in or near many of the training camps of the 
country, from which plane travel is available to the uniformed personnel and 
to their families. 

However, under the existing set-up, in many cases air travel is extremely 
limited. For example, even though certain airlines have long flight schedules, 
existing regulations now compel many airlines to carry passengers, whether 
military or civilian, from and to the training camps only by changing from one 
airline to another, even where the initial airline carrying the passenger is in 
a position to take him to his ultimate destination. 

In short, the initial airline carries the passenger from the camp to some nearby 
airfield where the passenger is compelled to embark on another plane in order 
to arrive at his ultimate destination. This in spite of the fact that the initial 
plane could carry him to that ultimate destination without change and as a part 
of the existing flight destination of the initial plane. 

To state it another way: Where the original airline serves one of the great 
military camps and on its normal flight flies on through to the ultimate destina- 
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tion desired by the serviceman passenger, or a member of his family, would it 
not be in the national interest to permit the original plane to carry that service- 
man to his ultimate destination instead of compelling him or her to change planes 
at some point, frequently not far from the place of original embarkation? With 
millions of men now in the service and scattered all over the country, anxious 
when on leave to have the maximum time with their families—and also taking 
into consideration the desirability of speedy transfer of military personnel—it 
seems that every facility should be made available to achieve both of these 
objectives. Thus, convenience, time, and economy of effort would be achieved 
by adjusting flight schedules of lines serving training camps in the manner 
suggested. 

I know that the men in the service would appreciate this accommodation 
greatly. I believe the people of the Nation likewise desire that everything be 
done to make air travel available to servicemen and their families with the 
minimum of difficulty. 

Your kindness in looking into this matter will be greatly appreciated, not only 
be me, but I am sure by all parties concerned. 

With best wishes, I am, 


Sincerely yours, 
Ep. C. Jounson, Chairman. 


Civir AERONAUTICS Boarp, 
Washington, March 1, 1951. 
Senator Epwin C. JOHNSON, 
United States Senate, Washington, D. C. 

My Dear Senator Jonnson: The Board’s staff has given careful study to 
your letter of February 15, 1951, inviting our attention to the great interest of 
our military personnel and their families in having available convenient through 
air service to and from the training camps. 

We are somewhat puzzled by the specific problem cited in your letter indicating 
that some difficulty has been experienced by military passengers in traveling to 
their destination without change of plane, notwithstanding the fact that the 
destination of the flight matched the destination desired by the passengers. We 
know of no governmental rule or regulation nor of any industry operating prac- 
tice which would prevent the originating carrier from delivering a passenger to 
his ultimate destination in the situation you describe. If some incident has 
occurred in which a difficulty of this kind was encountered, we should like to 
have the factual details so that we might make an informal investigation of the 
occurrence and then report back to you. 

The Board agrees with you in. your statement of the objective that everything 
should be done to make travel for servicemen and their families as convenient 
as possible. In this connection, the industry and the Board have taken various 
actions and are studying further steps toward increasing the amount and the 
convenience of the air services available to military personnel and,their families. 
For example, the carriers have been constantly urged by the Board to adjust 
their schedules so as to provide adequate service over each carrier’s entire 
system and to meet the maximum convenience of the traveling public. In recent 
discussions between the Board's staff and representatives of a number of cer- 
tificated carriers, the carriers have reported on the manner in which they have 
been scheduling extra sections and making aircraft available for special charter 
service specifically to meet the peak loads of traffic to and from various military 
bases. Ordinarily, of course, the carriers themselves become aware of these 
changes in transportation needs before a regulatory body could do so, and would 
presumably construct or alter their service schedules to meet these fluctuating 
needs in the best manner possible. Where, however, it is brought to the Board’s 
attention that for some reason a carrier has been slow to recognize the need 
for alteration in its schedules to meet the new circumstances, it is the Board’s 
practice to take the matter up immediately with the carrier in order to work 
out a solution satisfactory to the traveling public. 

In some cases a different technique is employed to meet the problem raised 
by a sudden growth in transportation requirements at a particular point, such 
as a military base, which has not previously been included in the over-all 
air-route system. The provision of service to meet such a new need can be 
accomplished by either permanent or temporary certification, but can also be 
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accomplished even more quickly and flexibly through the use of the Board's 
exemption powers. Both during the Second World War and in the present 
emergency the Board has, in a number of instances, provided new air service 
in this manner. 

In the course of the last year the Board has been placing renewed emphasis 
on the establishment of equipment interchange agreements between air carriers, 
and thereby has sought to overcome to some extent the public-service problems 
which arise from the physical limitations of any one carrier's route system. 
You will appreciate, I am sure, that it would be impossible for economic reasons 
to establish through, single-plane service from every substantial community 
in the country to every other community. The equipment interchange device, 
however, does offer a practical means of providing the passenger with through 
flight service between a point on the system of one carrier and a point on the 
system of another carrier without putting the passenger to the inconvenience of a 
change of plane, 

The Board also is attempting at the present time in a further way to meet 
the growing needs for air transportation on the part of our military personnel, 
particularly at the various military bases which are off the established air 
routes. In cooperation with the Munitions Board, the Civil Aeronautics Board 
has been studying the question as to how the authorization of the large irregular 
air carriers might reasonably be broadened, and how their operations can be 
coordinated, so as to supply a larger volume of service in a more convenient 
manner to our military personnel when traveling both on official orders and on 
leave. The Board is presently working out the last details of a new policy 
in this regard which it is hoped will be ready for release in a few duys. As 
soon as we have completed this plan in all its details, I shall be happy to 
communicate it to you. 

I hope the foregoing discussion will serve to clarify the general problem raised 
in your letter and will indicate the sympathetic interest with which the Board 
has been seeking to deal with the growing transportation problems of our 
military personnel, If there is any further information which I can supply 
about these matters, please do not hesitate to call upon me. 

Sincerely yours, 
ID. W. Renrzer, Chairman, 


CIviL AkRONAUTICS BoAkp, 
Washington, March 8, 1951. 
Senator Epwin C. JOHNSON, 
United States Senate, Washington, D. C. 

MY Dear SENATOR JOHNSON: In our reply of March 1 to your letter of Feb- 
ruary 15, 1951, dealing with the availability of through air service for military 
personnel and their families to and from training camps, we mentioned the 
Board's efforts, in cooperation with the Munitions Board, to supply a larger 
volume of seryice in a more convenient manner to inilitary personnel through 
a broader utilization of the irregular air carriers. 

The Board has now formulated its new policy in this regard, pursuant to 
Which it has exempted the irregular air carriers from restrictions upon the 
regularity of their operations and upon their carriage of persons in foreign air 
transportation, so far as concerns their operations for the Military Establish 
ment under contracts calling for air service in plane-load capacities. At the 
same time, the Board has sought to facilitate the carriage of furlough and other 
individual military traffic, by approving the creation of certain associations of 
noncertificated air carriers for the purpose of representing their members col- 
lectively in offering transportation for military traffic to or from military installa- 
tions, and by granting certain further exemptions so as to permit the aggregate 
transport services thus afforded to uniformed military Personnel traveling at their 
own expense to or from designated military bases to exceed the limitations of fre- 
quency and regularity imposed upon the individual carriers participating in such 
collective service. 

For your information, there are enclosed herewith copies of the press release, 
policy statement, and orders issued yesterday by the Board covering this imple- 
mentation of the Board’s new policy. Also enclosed is the simultaneously issued 
amendment of part 291 of the Economic Regulations, whereby the large irregular 
earriers still operating under the blanket exemption of that regulation are 
subjected to the same type of specific operating limitations as the irregular 
transport carriers, the disposition of whose exemption applications has brought 
their operations out from the blanket exemption into individual exemption. 
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It is the Board’s hope that the actions taken in the enclosed orders may enable 
the Department of Defense to further its relations with the irregular air car- 
riers, and to encourage more service for military personnel. 

Sincerely yours, 
OSWALD RYAN, Acting Chairman. 

Enclosures. 

Mr. Renrzev. The Board, in 1948, launched an experimental pro- 
gram designed to test the need for a local service or feeder type of air 
transportation. It was felt by the Board that such a system would 
serve two basic purposes: (1) It would enable traflic from small towns 
and communities to be fed into the heavy traffic stations of the perma- 
nently certificated airlines for onward carriage; and (2) it would pro- 
vide a local service between small communities and their primary 
trade centers. The program was admittedly promotional and experi- 
mental and was originally designed to provide a low-cost local service. 

Although originally conceived in 1943, the intervention of the war 
and the time consumed in selecting routes and choosing carriers to pro- 
vide the service resulteal in delay in the actual implementation of the 
local service system. The Board initially certificated the local service 
carriers for a period of 3 years in the belief that operations over such 
a period of time would enable adequate judgeme nt to be made on the 
validity of the carrier systems. These 3-year certificates issued to 
local service carriers are now beginning to come before the Board for 
renewal. 

Since in many cases the carriers were not able to inaugurate service 
immediatley upon receiving a certificate, the actual experience on 
which the Board is deciding the feeder cases is in some instances less 
thana full 5-year period. The President’s Air Policy Commission and 
the Congressional Aviation Policy Board recommended that the feeder 
certificates be issued for a full 5-year period in order to give sufficient 
time in which the strength of the various systems could be tested by 
actual operation. 

Therefore, the Board is now at the stage of taking a second look at 
each of the local service carriers it has certificated in order to deter- 
niine whether its life shall be extended and, if so, whether certain route 
adjustments should be made in each case. The Board is firmly con- 
vineed that the results of the feeder experiment today are encouraging 
and indicate the need for continued development of this segment of the 
air transportation system of the United States. 

It is doubtless true that some carriers may have to be discontinued 
as not being economically required by the public convenience and 
necessity. In other cases service on particular routes and service to 
individual points may be required to be discontinued. On the whole, 
however, the Board feels gratified at the results achieved in its exper i- 
mental local-service program. 

In addition to examining the route structure of each individa: il 
local-service carrier, the Board is interested in eliminating service 
by trunk-line carriers to certain marginal traffic points which are, 
or can be, served economically by the local service carriers. This will 
result in strengthening both the trunk-line carriers and hence bringing 
closer the day of commercial self-sufficiency to such carriers and at 
the same time strengthening the local-service operators by removing 
uneconomic competitive e services. 

The Board has indicated in the two renewal cases which have so far 
been decided the fact that both carriers have experienced consider- 








18 PROGRAM AND POLICIES OF CIVIL AERONAUTICS BOARD 


able improvement toward self-sufficiency during the limited period of 
their operation, despite the fact that the time of ultimate self-suf- 
ficiency is not within the foreseeable future. The Board has made it 
clear that one of the tests it will employ in determining whether to 
continue the existence of any individual carrier will be the progress 
made by that carrier in reducing the amount of Federal support re- 
quired for its existence. 

The local service experiment has been and will continue to be, 
in the foreseeable future, an expensive service in terms of the financial 
support required of the Government. For instance, in the calendar 
year 1950, of the $120,000,000 of mail pay awarded to all air car- 
riers under the orders of the Civil Aeronautics Board, approximately 
$17,000,000—plus the probable award of some back mail pay—went 
to the local-service operators. 

Although we do not yet know the exact amount of this mail pa 
which properly can be considered support or subsidy, we are well 
aware that a very large portion of it is actually subsidy, without 
which the services would not be possible. ; 

As of February 1, 1951, the local-service carriers were furnishing 
air transportation to 229 cities not served under the previously exist- 
ing air transportation system; and in the calendar year 1950 carried 
$66,000 passengers a total of 188,000,000 revenue passenger-miles, and 
hauled 625,000 ton-miles of air mail. The Board feels that the pro- 
vision of local service under the system we have established is and 
will continue to be worth while in terms of the money the Govern- 
ment is required to pay to support such services. 

Senator McManon. Mr. Rentzel, how do you get in that business, 
local-service business ? 

Mr. Renrzev. You have to have a certificate, Senator, just as any 
other carrier, It is called local service because it is a short-haul busi- 
ness between smaller communities. 

Senator McManon. How many companies are there in it, would 
you say ¢ 

Mr. Renrzev. Seventeen, I believe. 

Senator McManon. Give me a typical one. 

Mr. Renrzev. A typical one would be all-American Airways right 
in this vicinity, where they operate to the Eastern Shore of Mary- 
land and up through the communities of West Virginia and Penn- 
sylvania on hauls that will average 100 miles between cities, cities from 
20,000 to 50,000, 100,000 people. 

Senator McManon. What do they fly—DC-—3’s? 

Mr: Renrze,. DC-—3’s; yes, sir. They fly them on a kind of com- 
muter basis, is what it amounts to; particularly in the summertime, 
for example. 

Senator McManon. But they are scheduled ? 

Mr. Renrzev. They are scheduled, and they operate on regular 
fares. It is not a cut-rate service. 

The Cuatrman. And they carry the mail? 

Mr. Rentrzent. They carry the mail to those communities. Man 
of them, particularly in the Eastern Shore of Maryland, are very dif. 
ficult to get. to except by air. I mean by that, the time element is 
excessive except by air. 

Senator McManon. I suppose their equipment is all DC-3’s? 
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Mr. Renrze. That is right, they are second-hand DC-3’s. Of 
course, it is very difficult to get one right now. 

Senator McManon. How is their safety record ? 

Mr. Renrzev. Very good. 

Mr. Ler. Not one nasualty. 

Senator McManon. Is the United States pretty much covered with 
this kind of service today ? 

Mr. Renrzen. Particularly those areas where the surface com- 
munication is somewhat limited. We have tried to concentrate it in 
areas where the surface competition was not excessive. In other 
words, where it was a real advantage to have air service. 

Senator McManon. Are the standards of the certificate of con- 
venience and necessity approximately what they would be—— 

Mr. Renrzev. They are exactly the same safetywise. 

Senator McManon. Does it cost much money to get in the business ? 

Mr. Renrzer. Well, I do not know. 

Senator McManon. I am not thinking of going in. 

Mr. Renrzex. I do not know, Senator. It is hard to say how much 
it would cost. With legal fees, you know, the usual process, I sup- 
pose, which we are trying to cut down, it will cost around $250,000 
operating capital usually : and maybe another quarter of a million 
dollars for equipment, to get started in one of these things. 

Senator McManon. What are you entitled to from the Govern- 
ment ¢ 

Mr. Renrzev. You are entitled under the act, the interpretations 
that have been placed on the act, to a return on your investment, on 
legitimate expenditures, of approximately 7 percent. 

‘Senator McMann. How is the subsidy determined ? 

Mr. Renrzex. It is determined by an investigation and an auditing 
of the books and by the Board’s staff and an agreement as to what the 
need pay is for the continued operation of the carrier, That involves 
sometimes substantial disallowances of a carrier’s claims. We attempt 
to cut through the accounting system and find out what the actual 
costs of operation are, what a ‘fair return on their investment is. 

Senator McManon. In other words, if I have a half million dollars 
and get a route, do I have a guaranteed 7-percent return ? 

Mr. Renrzen. No, sir. 

Senator McManon. I mean assuming my accounting is right? 

Mr. Renrzev. Assuming an honest, economical, efficient manage- 
ment, and assuming wise expenditure of money thereon, you would 
have a more or less guaranteed return, I believe it is, of 7 percent. 

Senator McManon. In other. words, the subsidy would be paid to 
give me 7 percent on my money ? 

Mr. Renrzex. On your investment. 

Senator McManon. That is a pretty good business. 

Mr. Renrzev. It does not amount to 7 percent, Senator. It looks 
better than it is. No one is getting rich off of these things. 

The Cuarrman. But they have got the chance that their route may 
develop into something more. They have got a good gambling chance 
that they are going to have something very much worth while. All 
the airlines in the United States started as poor boys. 

Mr. Renrzev. That is right. That is the history of the whole air- 
transportation business. 
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The Cuarrman. Those twelve feeder airlines received $17,000,000 ; 
but that does not include their claims. Both the feeder and trunk 
varriers have got some claims for back pay in addition to that which 
have not been settled up to the present time. 

Senator Magnuson. Mr. Rentzel, how do you first determine the 
mail-pay rate on a new feeder certificate ¢ ‘ 

Mr. Renrzev. We set a tentative rate, usually. 

Senator Magnuson. And then they come back for adjustments / 

Mr. Rentzev. We set it from experience, and then they would come 
back for adjustments to meet the peculiar requirements of the particu- 
lar carrier. 

Senator Magnuson. Supposing that is set so that they find they 
are making enough and they did not come back at all? Is that 
changed? Do you take the initiative and go back and change it? 

Mr. Renrze.. On any tentative rate we quite often go back and 
recapture. 

Senator Magnuson. On your own initiative / 

Mr. Renrzex. Yes, sir. 

Senator Macnvson. If it is set too high, you look at it; and if it 
is set too low, they come in and ask for an adjustment. Is that the 
way it works? 

Mr. Renrzew. Yes, sir. 

The Cuatrman. Most of them are tentative certificates ? 

Mr. Rentze.. They are experimental certificates. 

Senator Magnuson. Would the West Coast Airlines be one of those 
feeders ¢ 

Mr. Renrzev. West Coast is one of those carriers. 

Senator McManon. What is the connection permitted, if any, be- 
tween the big lines and these feeder lines ? 

Mr. Renrzev. They connect at major trunk points. 

Senator McManon, I know physically. But I am talking about 
financial management. Are they allowed any identity on a board of 
directors ¢ 

Mr. Rentrzev. No, sir. 

Senator McMaunon. There are no interlocking directors ? 

Mr. Renrzen. No, sir. 

Senator Carenartr. No ownership, either ? 

Mr. Renrzex. No, sir. 

Senator McManon. There must be an entire divorcement. Is that 
correct ¢ 

Mr. Rentzex.. That is correct, sir. Also we have never permitted 
any interlocking directorship between surface transportation operat- 
ing in the same area and the to ‘al air carrier. 

The Cuatmrman. Eastern Air Lines, Senator, as I recall it, a little 
over a year ago offered to take over half a dozen of these little air- 
lines 

Senator Brewster. Not little ones; they offered to take over all 
east of the Mississippi. 

Senator Kem. I notice Ozark Airlines is just commencing service 
between St. Louis and Tulsa. Is that a local carrier? 

Mr. Renrzev. That is a local service carrier. 

Senator Carenart. Do we have any in Indiana? Would Turner 
be considered one / 

Mr. Renrzev. Yes, sir. Turner would be one. I think they have 
a new name, Lake Central. Ozark Airlines also operates there, too. 
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Senator Capenart. Ozark? We can go to the Ozark Mountains 
now from Indiana, fly right down there. 

Mr. Renrzev. We believe that what we have done and are doing is 
in accordance with the needs of the public and with the will of the 
Congress. We are reporting our activities to this committee so that 
if this committee feels that the local service experiment does not carry 
out the mandate of the Civil Aeronautics Act of 1938, it can so 
advise us. 

Senator Magnuson. Mr. Rentzel, before you leave that feeder serv- 
ice, | think it should be pointed out that they did carry 625,000 ton- 
miles of air mail. Air mail is sometimes, in most cases, much more 
important to a little town of 10,000 than it is even to the big trunk 
centers because of fast train service. I think the value of that 625,000 
ton-miles in the way of air-mail service is even greater than the figure 
would indicate. 

Mr. Renrzev. I think it is, in proportion, 

Senator Magnuson. In proportion to the real service given to a 
community that may be way out. 

Mr. Renrzev. Particularly west of the Rockies. 

Senator Magnuson. It might take a couple of days before the train 
would get there. 

Mr. Renrzeu. That is right. 

Senator McManon. Mr. Rentzel, one more question: Are these 
routes all interstate? I suppose they are, or you would not be grant- 
ing a certificate. 

Mr. Rentzev. That is right. 

Senator McManon. Have you any knowledge as to the number of 
intrastate feeder lines there are? Is there not one in New York that 
just 
Mr. Renrzev. They have a certificate. I think they are considered 
interstate, however, because they carry interstate passengers for con- 
nection, 

Senator McManon. I see. That is the way you get jurisdiction on 
them’ ‘They carry connecting passengers ! 

Mr. Renrzev. That is right. They carry through business. 

The CHarrMan. But the intrastate carrier is not a mail carrier, 
is it 

Mr, Renrzev. The one that Senator MeMahon speaks of is a mail 
carrier. 

The CHarrmMan. He is certificated ¢ 

Mr. Renrzev. He is certificated, but the others are not. 

The Cuarrmman. Those that are not certificated are not mail carriers? 

Mr. Renrzev. That is right. 

Senator McManon. There are some operating in California and 
Michigan, but of course they would not carry mail? 

Mr. Renrzex. No. There is one in Michigan and two in California, 
I think. 

Senator McManon. They would be subject to no safety require- 
ments ¢ 

Mr. Rentze.. Oh, yes; they are subject to safety requirements 
anyway. 

Senator McManon. From your inspection ? 

Mr. Renrzer. From CAA. They apply to part 42 of the Civil Air 
Regulations. 
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Senator Magnuson. How does the CAA get jurisdiction ? 

Mr. Rentzeu. My adviser tells me that safety is covered in the act 
for all flying, regardless. That includes personal flying and every- 
thing else. 

Mr. Nuwne ey. It is a difference between air transportation and 
air commerce. Air commerce, which is the safety area, is defined not 
only as actual interstate operation but flying which may affect or 
endanger interstate flying. 

Senator McManon. In other words, if you are flying around Los 
Angeles and you never go any place else, you still could kill 60 people 
in a DC-6. 

Mr. Nunnevey. That is right, and there is a Federal court case 
sustaining our jurisdiction. 

The Cuarmman. That is what happened here in Washington. 

Mr. Rentzeu. Yes, sir. I painfully remember that. 

We are firmly convinced that the provision of local service to the 
many areas which would not otherwise receive air transportation 
will meet with your approval. We are also convinced that you would 
approve our efforts to eliminate service where it receives no substan- 
tial use in an effort to keep the amount of Government support down 
to reasonable limits. The benefits of the local service system we have 
created appear to us to be worth the costs we have incurred. 

This is especially true when we realize that in this period of national 
emergency there exists in the local service operators a reservoir of 
119 multi-engine aircraft and 1,500 trained pilots, mechanics, and 
technical people who will be of substantial aid to our defense efforts 
when and if needed. 

We cannot tell the Congress that within the next 5 years, or per- 
haps within the next 10 years, the local service system that has been 
created will reach commercial self-sufficiency. However, as _pre- 
viously indicated, we are looking forward to continued and progres- 
sive reduction of the amount of Government financial support. We 
believe that the experiment has already demonstrated the inherent 
value of a local service air transportation system and the advent of 
aircraft adapted to the peculiar needs of a local air transportation 
service with lower operating costs will further prove its value. 

We have got a breakdown in a table to give an indication of the 
progress that has been made. 

The CHatrrmMan. We will insert that table in the record. 

(The above-mentioned table is as follows :) 


Loca Service Lines Rerort HEAVY PASSENGER MILEAGE INCREASE IN 1950 


Certificated local service airlines carried 304,179 more revenue passengers in 
1950 than in 1949 and flew 64,379,000 more passenger miles last year than in the 
preceding 12 months for increases amounting to 44.4 and 47.1 percent, respec- 
tively, according to reports filed with the Civil Aeronautics Board. Traffic com- 
parisons follow: 























| 
¢ 3 Percent 
1949 1950 Change change 
— 

po EE a, ae 683, 811 987, 990 304. 179 +44.4 
Revenue passenger-miles.__...___.___- SSinideaae 136, 560,000 | 200, 938, 000 64, 379, 000 +47.1 
Available seat-miles.....___.____-- < 479,619,000 | 611,158,000 | 131, 539, 000 +27.4 
Mail ton-miles_____ 432, 628 561, 529 128, 901 +29.7 
Express ton-1 fle;_- a 320, 143 614, 150 294, 017 +91.8 
a aa RRS SRR FS Se 435, 993 714, 421 278, 428 +68. 8 
Revenue plane-miles.___..........._. ateandondeee 24, 617, 100 33, 593, 787 8, 976, 687 +36.4 
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PROTOTYPE AIRCRAFT DEVELOPMENT 


Mr. Renrzev. It is a striking feature of the local service system 
that the type of aircraft which they are forced to utilize is not 
specifically adaptable to meet their operational requirements. The 
Board believes that the ultimate success of the local service carriers 
will depend to a very material extend upon the development of a 
satisfactory feeder type aircraft. There is still some question as to 
whether the development of this type of aircraft can be brought about 
through industry initiative alone or will require Government spon- 
sorship. 

We believe that this is a situation which bears watching, and if the 
manufacturers are unable to produce a suitable aircraft for this 
purpose, some additional legislative help may become necessary. We 
expect to be able to report to the Congress on this matter in the near 
future. 

Senator Brewster. We have seen jets operating in England—I have 
seen them operating there—and they have been even putting them on 
regular routes. 

Senator McManon. Turbo-jets or just jets? 

Mr. Renrzev. Just pure jets, the one the Senator is speaking of. 

Senator McManoy. Is this the one that is flying around down here? 

Mr. Renrze.. That is a pure jet, that Canadian ship. 

Senator McManon. How good is it? 

Mr. Renrze. It is a good airplane. We have some doubts in our 
mind as to whether it is an economical airplane or not, but it oper- 
ates very well. As far as we can see there are substantial time savings 
involved in it. 

Senator McManon. How many people will it haul? 

Mr. Renrzev. About 33. 

Senator Brewster. Can they make a thousand-mile flight? 

Mr. Renrzev. About a thousand-mile hop: yes, sir. It is almost 
equivalent to the 202 and the 240; it is a little bigger. 

Senator McManon. It can make a thousand-mile hop ? 

Mr. Renvzev. A thousand to 1,200-mile hop. 

Senator McManon. Somebody told me the other day they came 
from Miami to Washington in 2 hours or some such time. 

Mr. Renrzev. That is right. 

Senator Kem. What speed do those jet planes make? 

Mr. Renrzev. This particular airplane cruises about 450, and the 
one in Britain is a little faster than that. 

Senator McManon. Did they have to come down between Wash- 
ington and Miami? 

Mr. Renrzev. No, sir. 

Senator McManon. You know about that flight ? 

Mr. Rentrzew. Yes, sir; it was 214 hours. 

Senator McManon. Where did he stop? Here? 

Mr. Renrzev. No; I think he went to New York on that particular 
flight; Miami to New York. 

Senator McManon. And made it without coming down? That is 
about 1,500 miles? 

Mr. Renrze. No, sir—well, maybe it is, 1,300 or 1,400. But the 
effective range is quite often judged by the effective range plus 
auxiliary gas, which does limit—— 
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Senator McManon. This was a trick flight 

Senator Brewster. It did not have a payload. 

Mr. Renrzet. That is right, a special operation. It is a satisfactory 
airplane. I think we can build a lot better one, but certainly we have 
learned for one think that the size of aircraft that both Britain and 
Canada build are too small for a full jet to really be profitable. 

The Cuarman. Is Boeing doing anything along that line ‘ 

Mr. Renrzev. Boeing and Lockheed and Douglas have got designs 
of jet transports of a much heavier class, from 150,000 to 200,000 
pounds. Again their problem is being sure who can use them and 
how many and when, and the development costs. 

The Cuamman. What is the landing speed of the Canadian jet / 

Mr. Renvrzevy. I do not know offhand. I would guess it is right at 
100 miles an hour as far as actual landing. 

The Cuarrman. What is the landing strip distance required 

Mr. Renvzev. I do not think it requires anything more than about 
7,000 feet that we normally provide for a DC-—6 or a Boeing Strato- 
cruiser. 

Senator McManon. Operating costs are pretty high? 

Mr. Renrzei. Yes; they are. Of course they are offset to some ex- 
tent by the type of fuel they use. 

Senator Brewster. They also claim great economies in overhaul, 
and so on. 

Mr. Renrzeu, I would guess that is right. 

Senator Brewster. That is one of their claims. , 

Mr. Rentzev. Any type of jet engine is going to have less friction, 
less vibration, and less wear and tear. 

Senator Brewster. They claimed on that turbo-jet that they could 
maintain it for 10 percent. I allowed them up to 25. I think we 
thought that would be very good. But that is me de they claimed. 

Mr. Renrzeu. I think that includes a large number of years of expe- 
rience in it, too, which we do not have yet. 

Senator Brewsrer. As a matter of fact, you had a pilot flying that 
one. 

Mr. Renrzev. Yes; we have all the data on it. 

Senator Brewster. Are they still permitting that / 

Mr. Rentzev. Yes, sir. 

Senator Brewster. We have our own pilots flying these turbo-jets 
and jets to familiarize themselves with them. 

Senator Maenuson. Is that the same plan as the DeHavilland ? 

Mr. Renrzev. That is the DeHavilland Comet. The Canadians 
have the Avro-102, which is smaller, but a somewhat similar aircraft. 





LEGISLATIVE PROGRAM 


Turning now to the question of what additional legislation may be 
necessary in order to achieve a more satisfactory and workable regu- 
latory framework in the light of the current status of air transporta- 
tion, I would like to indicate very briefly the specific measures which 
the Board believes desirable to achieve a self-sustaining civil air sys- 
tem. Certain of these measures, in addition to being necessary from 
the point of view of proper and effective regulation, are essential if 
air transportation is to be made a wholly effective working tool in the 
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present emergency. I will indicate as I go on those measures which 
the Board believes fall in the category of defense matters. 

Because the specific items of legislation are, in the main, spot 
amendments to the Civil Aeronautics Act of 1938 rather than broad 
new areas for legislative control, their presentation in an orderly 
fashion is somewhat difficult. These amendments are the result of a 
resurvey by the Board in the fall of 1950 of all legislative proposals 
which have been made since the enactment of the act in 1938 and 
which the Board believes to be necessary in the light of its experience 
in operating under the act. We believe these amendments fall within 
nine general groups. 

CARRIERS AND ROUTES 


The first of these groups may be labeled “Carriers and routes,” and 
the first legislative item which the Board believes desirable is one 
which has a strong national defense interest. As the act is presently 
drawn, the Board may exempt carriers from the economic regulatory 
provisions of the act only in the event that it finds that the enforce- 
ment of these economic regulatory: provisions constitutes an undue 
burden on the carrier by reason of the limited extent of the carrier's 
operations or unusual circumstances surrounding them. 

During the last war the Board attempted as best it could under 
the restrictive language of this section to authorize certain operations 
requested or supported by the defense forces, but the vale author- 
ity was not free from doubt and certainly hampered the Board in 
full support of the war effort. We believe that this situation should 
now be clarified and expanded and that the Board be permitted to 
exempt air carriers from the economic provisions of the act if it finds 
that such exemption is in the interest of national defense. 

Senator Brewster. Have you sent up a bill on that? 

Mr. Renrzeu. No, sir, we have not on any of these except one or 
two. We wanted to try to give you a broad outline of the whole pro- 
gram and follow it up. 

Senator Brewster. You do contemplate doing that ? 

Mr. Renrzet. Yes, sir. A second item of legislation which the 
Board believes desirable under the heading of Carriers and Routes 
is the power in the Board to compel air carriers to initiate service to 
wholly new points. At the present time the Board may compel such 
new service under section 401 (h) of the act to the extent that such 
a requirement may be regarded as an amendment to the carrier’s ex- 
isting certificate of public convenience and necessity. 

However, the Board in the past has held that this authority does 
not extend to requiring a carrier to serve an entirely different route. 
During the present national emergency we believe such power is 
highly desirable in order to afford sufficient flexibility in the han- 
dling of defense requirements and the establishment of sound route 
patterns. 

A somewhat allied handicap arises in connection with the Board’s 
guthority over foreign air carriers. At the present time the Board 
has no authority to exempt such carriers from the provisions of title 
IV of the Civil Aeronautics Act. Not only has this lack had an ad- 
verse effect upon our relationships with foreign countries and our 
corresponding ability to obtain privileges and rights for the United 
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States air carriers operating into such countries, but it also may ham- 
per the defense effort as well. 

As the committee well knows, air transport support for military 
purposes in Korea was recruited not only from the United States car- 
riers but also from Canadian, Belgian, and other airlines. While 
this carriage was contract carriage and therefore outside the present 
provisions of title IV, the Board expects that future situations may 
well arise where commercial services by foreign carriers on a tem- 
porary basis may be desired by the Department of Defense without 
the necessity for going through full hearing procedures before the 
Board. 

The Cuairman. In recruiting these carriers, are the United States 
‘arriers and Belgian and Canadian carriers contracted for and paid 
for in full for the use of their planes / 

Mr. Renrzev. That is right, sir. 

The CHatrmMan. So there is no contribution except making the 
equipment available on the part of Canada or Belgium or any other 
foreign country? 

Mr. Renrzet. As far as I know, that is correct, sir. 

The other item which falls under carriers and routes concerns legis- 
lation granting the Board regulatory jurisdiction over contract car- 
riers. This matter is undoubtedly familiar to members of this com- 
mittee, since legislation directed toward that end was introduced in 
the last several sessions of the Congress. Although we believe this 
legislation to be thoroughly desirable from the economic viewpoint, 
the Board is particularly anxious at this time to obtain authority over 
the activities of contract carriers in order to insure that the large, 
but nevertheless limited, number of transport aircraft and airmen 
are best utilized in the national interest. 

While it is true that the President, under the Defense Production 
Act, has certain powers of requisitioning and contract priority con- 
trol, the Board believes that this matter as it affects carriage by air 
‘an be handled more efficiently, and on a less drastic basis under au- 
thority of this type. The enactment of this legislation would do no 
more than place the Board, with respect to air commerce, in the same 
position as that which the Interstate Commerce Commission now 
occupies in regard to motor-carrier transport. 


SUBSIDY AND MAIL 


Under the next heading I have included legislation relating to 
subsidy and mail. The principal legislative proposal coming within 
this group is most familiar to the committee in that it concerns the 
separation of payment for the carriage of the mail from any subsidy 
that may be necessary to support air-carrier operations. 

H. R. 9184, which passed the House during the last session, goes a 
long way toward reaching what we believe is the proper solution to 
this problem. At the time H. R. 9184 was before this committee and 
the House, I had only been chairman of the Civil Aeronautics Board 
for a short time and had not had the opportunity to make a thorough 
study of all the problems involved in the subsidy separation question. 
The Board has subsequently given considerable consideration to a 
reexamination of certain of the principal issues, particularly focusing 
on policy questions involved in separation of international mail pay. 
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We have a draft, Mr. Chairman, of some legislation which we hope 
to present through normal channels reasonably soon. 

Senator Magnuson. Your new draft changes are a little different 
from the House bill which passed ¢ 

Mr. Renrzeu. Yes, sir; it is different. But we try to stick to the 
principle of separations that are encompassed in the House bill, but 
excluding international, where we do not feel we have sufficient 
information. ; 

The CHairman. H. R. 9184 was supposed to have been a Hoover 
Committee-endorsed bill, and they have another one this year 8S. 11387. 

Mr. Renrzev. Yes, sir; I think there is one. We have some differ- 
ences with the bill, but they are not too substantial, except for the 
elimination of the international aspect and for some modification of 
the retroactive aspect. of the bill. 

I want to say that the Board is deeply appreciative of the considera- 
tion given by the committee to the Board’s thinking on subsidy separa- 
tion legislation. I might say, Mr. Chairman, that ve yee egis- 
lation over in the House does include a bill similar to H. R. 9384. It 
is H. R. 191. Again there is a point there that Iwant to mention. 

The passage of legislation such as H. R. 191 will also eliminate the 
necessity for certain minor modifications to the present provisions of 
the act. These relate to specific authority to insert limitations on the 
amount of subsidy or mail pay which may be received in a carrier’s 
certificate of public convenience and necessity and to the power to 
establish temporary mail rates prior to hearing, subject to retroactive 
adjustment. 

Senator Brewster. You mean by that you would like the authority 
to insert the limitation, or do you have it now ? 

Mr. Renvrze. No, sir; we do not. 

Senator Brewster. But you would say when you grant a fellow an 
amount that he could not ever ask for more than a certain amount. 

Mr. Renrzev. On the question of subsidy, or mail pay, we would 
like to have some stability to it, Senator, so as not necessarily to exclude 
him from asking for any more, but we get so many representations 
of what the carrier thinks it can operate for, and they are somewhat, 
shall we say, optimistic. 

Then on the theory that they know if they are wrong, they can 
come back and ask for more. But in order to lend any stability and 
give the carrier some incentive to live within the subsidy agreement 
that is reached, we would like to have some ability to insert the limita- 
tion in regard to a particular period of time. 

Senator Brewster. Of course you have exactly that power now 
without putting it in the certificate. I mean to say, “Well, now, you 
came in and told us you would not ask for more than a certain amount. 
Now you are back here asking for it.” As I understand, you are still 
going to retain the power to grant more. 

Mr. Renrzev. Yes; I think we will have to. 

Senator Brewster. So you could really do that now. 

Mr. Renrzev. I think it would be a little more positive and more 
businesslike if we could have the limitation more specific at the time 
it was granted. The carrier can now rely on the “need” provisions 
of the act. 
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Senator Brewster. Of course you do that in ‘your opinion. You 
could say that in your opinion this is done under the understanding 
of your representations. 

Mr. Renrzev. True. But legally the carrier would still have the 
right, and we would be almost obligated to come back. 

The Caaiman. Has the Board ever had a suit brought against it 
for the nonpayment of claims? 

Mr. Renrzex. I do not think so. 

Mr. Nunnetey. The Government has been sued by one carrier, Cap- 
ital Airlines, in the Court of Claims for additional mail compensation. 

Senator Brewsrer. Over what the Board allows? 

Mr. Nunnevey. Over and above what the Board allows. 

That suit was unsuccessful. 

Senator Brewster. They threw it out? 

Mr. Nunnetey. It was dismissed on the ground that this jurisdic- 
tion to determine mail compensation was vested in the Board. 

The Cnatrman. It would appear that the Board had final power 
and authority. 

Mr. Renrzev. Frankly I would like to see us be in a position of mak- 
ing more or less of a contract with the carrier for so much subsidy for 
a particular period. It would put him on a more businesslike basis 
and give him an incentive to stay within that subsidy, or to make some 
money, as far as that goes, if that is possible. 

Senator Brewster. You mean you would pay him even if he was 
more successful than he anticipated ¢ 

Mr. Renrzev. I think it would work both ways, Senator. I think 
we ought to try to arrive at a more stable situation. 

Senator Brewster. We would catch them under the excess-profits 
law on the 7 percent. We would still have a whack at them under 
that. 

Mr. Rentrzet. You would have a whack at them if they made any 
money out of it. 

The Cuatrman. It seems to me another modification of that method 
would be to make a contract with them for the amount they were 
to receive for carrying the mail, an absolute and complete contract 
with them on the mail alone, and then have the subsidy come in on 
another basis, perhaps another contract. 

Mr. Renrzev. I would still like to firm up the subsidy if we could 
in an effort to try to keep it at a factual level, rather than going back 
after the fact and attempting to—I am sure that the feeling of the 
Board is to stabilize subsidy payments as much as possible. 

Senator Brewster. We are going to have the Appropriations Com- 
mittee on our neck anyway. 

Mr. Rentrzev. Yes, sir; once it isseparated. There again the idea of 
a contract for subsidy would be very desirable so that the Committee 
on Appropriations would have some reasonably firm idea of what 
the subsidy appropriation would amount to. 

The CHairnman. They ought to exercise that right, and I am sure 
they are going to. They have been threatening to do so for a long 
time, but I think the time is at hand when the Appropriations Com- 
mittee is not going to continue on any loose method of handling these 
matters. I think they are going to insist that they know and that 
they agree to the amounts even beforehand. 
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Mr. Renrzev. I think that would be in line with our general think- 
ing as much as possible to do it. The next general subject heading 
relates to the rates of, and service performed by, air carriers. As 
the committee well knows, the Board at the present time does not 
possess jurisdiction over the rates of United States air carriers operat- 
ing in foreign air transportation, with the result that the United 
States, in entering into bilateral air transport agreements, is unable 
to guarantee that the rates of our carriers will be fair and reasonable. 

As a consequence of this lack, foreign countries have insisted on the 
right to exclude our carriers from their territory if the carrier’s rate 
is not satisfactory to the foreign government concerned. We are con- 
fident that if rate power over these operations were given the Board, 
the foreign governments would no longer insist upon such rights. The 
Bermuda agreement is in fact so drawn. Moreover, this legislation 
is highly desirable in order to prevent wasteful competitive practices 
between two or more United States carriers serving the same foreign 
points. 

Senator Brewsrer. Under the Bermuda agreement is there any 
control over rates / 

Mr. Renvrzev. No, sir. There was contemplated there would be a 
control, but we have never had the legislation to do it. 

Senator Brewsrer. Suppose we did. Would there then be inter- 
national determination ¢ 

Mr. Nunnevey. It provides for processes of consultation between 
the countries concerned. 

Mr. Renrzex. There would be an establishment of rates between 
the countries under the terms of the agreement. 

Senator Brewster. But that would be by international agreement ? 

Mr. Renrzew. Yes, sir. 

Senator Magnuson. You have international rate agreements now ? 

Mr. Renvzev. Through the International Air Transport Associa- 
tion, Senator; and it does not apply to all parts of the world. For 
example, we are in the problem now in many instances with the Brit- 
ish of some of the local carriers establishing rates in local currency, 
or in otherwise cutting the rates to effectively deal with our carriers 
in such a way 

Senator Magnuson. Are those rates established on the basis of the 
dollar value? 

Mr. Renrzev. They are on the dollar value, as far as those rates 
which are agreed upon. But the rates which are not agreed upon, 
such as in the Argentine case, where right now we have an Argentine 
airline selling in pesos at a devaluated rate and our carriers are having 
to sell at the normal rate of exchange—therefore we are in a difficult 
competitive position. 

Senator Brewster. How far do you go in determining also the 
service performed? How much champagne they furnish and so 
forth ? 

Mr. Renrze.. Except in the case of our own carriers, we have no 
control over that. In the case of our own carriers we could disallow 
it as a mail-pay payment, and would, if it were excessive enough. 

Senator Brewster. If they gave excessive service ? 

Mr. Renrzeu. Yes, sir. 
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Senator Brewster. That is not included in the Bermuda agree- 
ment ¢ 

Mr. Renrzex. No, sir. 

_ Senator Brewster. That is customary in shipping agreements, is 
it not ? 

Mr. Renrzev. I do not believe it is. 

Mr. Nunnery. There is nothing about that in the Bermuda agree- 
ment. 

Senator Brewster. In shipping, your first, second, and third classes 
are under the—— 

Senator Macnuson. But there is no rule on shipping rates. They 
can do what they want. 

Senator Brewster. No, 

Senator Maenuson. Insofar as services are concerned. 

Senator Brewster. No. 

Senator Macnuson, Except the volume between classes, but that 
is all. 

Senator Brewster. Accommodations—— 

Senator Maenuson. They could, for instance, serve champagne in 
steerage, and there would be no control over that. They can offer 
any amount of services. 

Mr. RenrzeL. We have some of that now. Air France does have 
a luxury type of service, and they have got more comfortable seats. 

Senator Brewster. What about furnishing berths? 

Mr. Rentzev. I think that would be covered by the rate. 

Mr. Nunnevey. The major operation contained limitations as to 
what would amount to rebates or excessive services. 

Senator Brewster. What about a berth? Is that subject to stip- 
ulation ? 

Mr. Nunnery. Yes, sir, it is; and there is an extra charge pro- 
vided for it. 

Senator Brewster. All the carriers have to conform to that? 

Mr. Nunnevey. All the carriers who are participating in the 
IATA Conference which covers the main areas of operations. 

Mr. Renrzet. Where we get into difficulty there, in order to cut 
down the amount of subsidy, we pushed our carriers to higher density 
seating, when the French used a rather luxurious type of seating. 
I think those are things we have to meet. ‘The question of rate con- 
trol, however, is something that would be most valuable to the Board 
in dealing with these foreign countries. 

At the moment it is purely voluntary. We have no way of knowing 
what the British will do with the jets, for example. 

Senator Magnuson. Of course, by control, you mean control up- 
ward or downward, as the competitive situation justifies. 

Mr. Renrzeu. That is right, sir. The second piece of legislation 
desired by the Board falling under the rates and services is the power 
to compel interchange of equipment by air carriers engaged in for- 
eign air transportation. Under the act as presently drawn the Board 
has the power to establish through transportation service, including 
the requirement for the interchange of equipment, in respect of dom- 
estic and overseas air transportation. 

However, this power is lacking in the foreign field. In a situation 
such as that which confronts us at the present time, where a thor- 
oughly adequate international transportation system is as necessary 
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to the emergency needs of the country as is the domestic system, we 
believe that the establishment of through transportation service 
from a point in the United States to a foreign point should not be 
left entirely to the air carriers concerned. 

Senator Brewster. Right on that point, you have the power to ap- 
prove such an arrangement, but you have not the power to enforce it? 

Mr. Renvrzev. To initiate it, that is right. 

Senator Brewster. You have done that in some cases ¢ 

Mr. Renrzeu. They have exchanged, yes, sir; but we do not have any 
power to say, “Let’s do it.” 

Another item which has strong national defense implications as well 
as economic justification in the opinion of the Board is legislation per- 
mitting the Board to limit frequency of service and curtail the types 
of equipment employed. Under the present language of the act the 
Board is not permitted to place any condition in a certificate of public 
convenience and necessity as to the number of schedules which may 
be flown or the types of equipment which may be utilized. 

Situations have occurred in the past where an air carrier has under- 
taken to order equipment not suited to operations over the routes which 
it is authorized to fly and the use of such equipment over its routes may 
entail large losses to the carrier. While it is true that the Board has 
some measure of control over this situation in connection with the 
subsidy provisions of the act, such machinery is cumbersome and is 
operative only after the commitment has been made and the obligation 
incurred. 

To paraphrase an old expression, “The Board can lock the hangar 
door after the airplane has been purchased.” We need power to deal 
with this problem before such commitments are made. The need for 
this type of legislation is also shown in a wholly different connection. 

Senator Brewster. You have exercised that power, I remember, in 
various cases where you thought there were an uneconomic operation. 
That is your responsibility. 

Mr. Renrzev. That is after the fact in the sense we have disallowed 
money which they have already spent, which puts them in a very difli- 
cult position. 

Senator Magnuson. In other words, you want authority to protect 
them from their own folly. Is that it? 

Mr. Renrzev. It amounts to that in some instances, Senator. 

Senator Magnuson., It turns out that way. 

Mr. Renrzew. It turns out that way. Some of it is hindsight. 

The Cuairman. As long as you are a partner in the transactions and 
have to pay the bills, it would seem you would be justified in having 
some voice before they take the step, although the airlines resist any 
such interference. 

Mr. Renrzev. Yes; they would, I am sure. They would say it is 
interference with management. 

Senator Brewster. Free enterprise. 

Mr. Renrzez. If it is free enterprise, that is one thing. But if we 
are paying for it, that is something else. 

Senator Magnuson. How would that work? Supposing an airline 
wanted to go out and buy a certain type of plane. Would you sug- 


gest before they make the commitment to buy that plane that they 
come down and talk it over with the Board, and the Board would say, 
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“Well, we agree that that is the type of plane for you to go ahead and 
buy, or we disagree?” 

Supposing you disagree? Then what would happen? 

Mr. Renrzev. If they wanted to go ahead and buy it anyway, we 
would be at least in a position of having 

Senator Magnuson. Then if they come in later and ask for adjust- 
ments on air mail rate pay because of losses due to that plane, you 
would be in a better position to say, “We told you not to do it.” 

Mr. Renrzev. Not only that, but we probably would not give them 
the money. If it is a carrier operating on a service rate, I do not 
think—in fact I know we would not want any control over it. If 
they were, in other words, living on a mail rate—— 

Senator Brewster. Compensatory. 

Mr. Renrze.. Compensatory mail rate—they run the business. 

Senator Magnuson. Of course, we must assume that the manage- 
ment of the carrier is honestly trying to get the best that they can, 
and that it is an honest mistake on their part when they get the 
wrong equipment for the route. 

Mr. Renrzev. That is true, except that we do have cases where 
they buy airplanes ostensibly for one purpose and use them for 
another, and lose money—a terrible amount of money. Or we have 
cases where they want to buy airplanes or do buy airplanes and they 
are not suited to their route at all. 

Admittedly we can look back at it and determine that a lot easier 
than we can look forward. But I think, particularly on the question 
of schedules to be operated, we can at the present time disallow it, and 
it is money already spent and it is quite a hardship on them. 

Senator Brewster. A Monday-morning quarterback. 

Mr. Renrzev. That is right. I would like to see us get more of 
the business of cooperatively looking at it and having a little better 
measure of competency and responsibility. It certainly gets into the 
management of the company; there is no question about that. 

Senator Magnuson. Would not the same effect be served and you 
would eliminate the opposition to this sort of thing when they say 
it is interfering if the Board could be in an advisory capacity; and 
then if the Board said “no,” they would be very reluctant to go into 
that purchase because they know that they would never be able to 
come back ? 

Mr. Renrzev. That might be right. 

Senator Magnuson. You might serve the same practical purpose, a 
deterrent; or at least at caution before they went in, particularly if 
the Board disapproved in an advisory way. Then I think they would 
think twice before they would go out and do it; whereas now, as you 
say, they go make commitments sometimes without consultation. 

Mr. Renrzev. That is right. If we had some way of consulting 
with them, I think the Board would be satisfied with it. 

Senator Macnuson. They could go ahead and do it, but they would 
be doing it at their own peril then. 

Mr. Renrzeu. Unlike steamship lines, air carriers do not enjoy 
any internationally recognized right to operate with unlimited fre- 
quency and capacity. Foreign nations will not permit any capacity or 
frequency which in their opinion will jeopardize the operations of 
their own air lines, 
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In cases where the United States has two or more air carriers serving 
the same foreign point, it accordingly may become necessary to allo- 
cate between those American carriers the number of schedules and 
the capacity which may be operated by them. This problem has been 
underlined recently in conversations with the British, French, and 
Italian authorities in regard to service by two American carriers to 
those countries. 

While the Board as a general rule does not believe in interfering 
with internal management of the air carriers under its jurisdiction, 
we now are of the opinion that the problems in this field have become 
sufficiently acute to make the legislation a must. 

Senator Brewster. You mean, then, you would have the power to 
allocate ¢ 

Mr. Rentrzer. We may be faced with that problem in order to reach 
an agreement. 

Senator Brewsrer. You have not solved that problem with the 
European services yet ¢ 

Mr. Renvrzev. No, sir. We have made some progress, and it may be 
that the problem will not arise with regard to the French or the 
Italians, provided they have some assurances from us that we will not 
permit excessive competition. 

Their concern is the fear that their carrier will be destroyed by too 
powerful carriers subsidized by American money, operating an un- 
limited number of schedules, saturating the marketing, and their own 
carrier would be swamped. Both the French and the Italians are 
worried about it, and to some extent the British have expressed con- 
cern in the past. They have not recently. 

In addition to the foregoing, there is the question of burden of proof 
in rate cases. Under the present language of the act, the question 
of who must sustain the burden of proof is left in doubt. H. R. 191 
takes care of this point in regard to rates for the carriage of mail, 
but of course it will not affect a similar problem connected with the 
establishment of rates for the carriage of passengers and property 
which is still ambiguous. The Board believes that the Congress should 
specify that this burden shall be sustained by the carrier. 

Senator Brewster. What will you do about these overseas irregu- 
lar charter flights this summer? Have you done anything about that 
yet? 

Mr. Renrzevt. We have not granted any exemptions, at least any 
certificates, for that purpose. Some have been up. 

Mr. Ler. We have not done anything yet. 

Mr. Renrzev. There is a policy up before the Board for considera- 
tion now, Senator. We have not adopted a position on that for this 
summer. The probability is, with less demand there will be less con- 
sideration for it. I cannot say what the Board’s final decision 
would be. 

Senator Brewster. Last summer you did allow some. 

Mr. Rentzer. That was because of the Holy Year in Rome. 

Senator Brewster. But there is a lot of that student travel. I 
found some of the students stranded over there last September. They 
had trouble about getting back. 

Mr. Renrzev. That is the same sort of problem we have had deal- 
ing with the irregulars here, where the ticket agencies have sold a 
large number of seats. We have no control over the ticket agencies. 
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The Cuarman. I found parties stranded in Switzerland where the 
sponsor of the party just ran out of money and could not take care 
of them any further. Of course, in chartering a plane, and these 
parties that charter the plane after you authorize it, of course you 
are in no position to regulate that. 

Mr. Ler. I think, Senator Johnson, that we will have a corrective 
regulation in this policy we are considering that will fix the responsi- 
bility on the carrier that takes them over there, so that it will bring 
them back, so that responsibility cannot be taken by just travel agen- 
cies, say, and they will take their money. 

Senator Brewster. Do you have the same control on the rates on 
those irregulars overseas that you do domestically ¢ 

Mr. Ler. We approve their tariffs when they file them, but they 
usually fix their own tariffs. 

Mr. Nunnevey. We have no more control over the foreign air-trans- 
portation rates of the irregulars than we have over the certificated 
carriers. 

Senator Brewster. The only thing is, as a practical matter you 
grant this certificate, say, for 40 operations this summer, and you 
could stipulate; could you not ? 

Mr. Nunnery. Yes; we could make it a condition of the exemption. 

Senator Brewster. Of course, that is what developed in that Puerto 
Rican situation, where they were charging rates that obviously would 
not support a proper service. Was that not one of the difficulties ¢ 

Mr. Nunnetey. I think it was one of the difficulties. There we 
had direct power to set minimum rates. 

Senator Brewster. Yes, you did, but that had not been exercised. 
In that overseas situation I think the same thing prevailed. I think 
that is why these people got stranded. The people were perhaps too 
optimistic about what they could do it for, and they had trouble with 
their plane or something, and they just left them there on the ground. 

Mr. Nunnetey. I think some of it was mistaken estimates. Some 
of it may have been just unreliability. 

Senator Brewster. You would try to see to it that there was re- 
sponsibility. I think there is perhaps reasons frequently for some- 
thing of this sort, but it certainly ought to be responsible groups. 

Mr. Nounnetey. An effort was made last year, Senator, to screen 
to a degree the validity and legitimacy of the groups being formed. 
But perhaps we did not go far enough. 

Senator Brewster. You do not want a repetition of that Sky Queen 
of Bermuda that ran out of gas in the middle of the Atlantic with 
40 passengers aboard. That would not be repeated under any pro- 
gram you have now. 

Mr. Ryan. We hope not, Senator. 

Mr. Nunnetey. At least adequate regulatory measures, I think, 
have been taken to prevent its happening. 

Senator Brewster. The British blamed you and you blamed the 
British. Did you ever determine who was responsible in that case 
for letting it go? 

Mr. Nunnetey. There has been an accident report issued, sir. I 
do not recall the exact conclusions of it. 

Senator Maenuson. If we could build some more ships we would 
eliminate this problem. 
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Mr. Renrzet. Mr. Chairman, I have an urgent telephone call to 
make. I am going to ask Mr. Ryan, our Vice Chairman, to continue 
reading my statement. 

The Cuamman, All right, sir. 


AIR CARRIER FINANCES 


Mr. Ryan. The next general legislative topic relates to air carrier 
finance. The first of the subjects within this group is that relating 
to security issues. As the committee is aware, the Board has no 
authority over the financing and capitalization of air carriers sub- 
ject to the act. The Board Tas caused an extensive study to be made 
by its special adviser in regard to this subject and his report, ex- 
tending to more than 500 pages, although still being revised, leaves 
no doubt in the Board’s mind that many of the difficulties encoun- 
tered by air carriers in the early postwar period resulted from lack 
of Federal control over their security structures. 

In the last 2 years the earnings of the air carriers have shown a 
sharp upward trend, but the Board believes that legislation of the 
nature suggested is necessary to keep our air transportation system 
on a sound basis and to prevent a repetition of what happened in the 
early postwar years. 

This, in effect, is a proposal, Mr. Chairman, to confer upon the 
Board the same power which the Interstate Commerce Commission 
possesses over rail carriers and which the Federal Power Commis- 
sion under certain circumstances possesses over certain classes of 
interstate companies that transmit electric energy in interstate com- 
merce, and which the SEC exercises over certain electric operating 
companies that are a part of holding company systems under title 
I of the act of 1935. 

The Board has recommended to the Congress annually for a number 
of years that it will be unable to make effective rates and to effectively 
administer the subsidy provisions of the act, as well as passenger and 
property rates, unless it has control over the carrier’s capital struc- 
ture, the reason being that if the capital structure becomes distorted 
with an overbalanced, heavy debt structure, where there is very little 
equity cushion, then when the first depression comes along in the air- 
line industry, which may result from a series of accidents or a general 
economic depression, the carrier is in a situation where it is confronted 
with obligations to meet fixed charges and has not the money with 
which to meet them. 

That has happened to certain carriers whose equity had almost dis- 
appeared due to the piling up of debt, and under those circumstances 
the Board practically has had to bail them out of their financial 
difficulties. 

Now. if we had had control over the security issues, that condition— 
assuming that the Board applied the appropriate standards—could 
not have developed. 

Senator Magnuson. In other words, what you would like to do, if 
an airline is going to issue a certain block of more preferred stock 
which has fixed charges involved, you would like the authority for 
that airline to come to the Board and have the Board not necessarily 
tell them how much they should issue or go into details, but either 
approve or disapprove of that transaction ‘ 

Mr. Ryan. That is right, Senator. 
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Senator Magnuson. As it relates to their over-all capital structure. 

Mr. Ryan. That is right; so as to be sure that they would not be 
resorting to debt financing when they should be resorting to equity 
financing. 

Senator Brewster. That affects the Government very materially 
because the interest is a charge which the Government under its sub- 
sidy provisions has to meet. 

Mr. Ryan. That is right. When the Civil Aeronautics Board took 
over in 1938, nearly all of the air carriers were free—almost com- 
pletely free—from debt. Perhaps there was one that had some little 
debt. But this being an equity industry, it was in better shape to 
meet the depression periods and it was the very strong desire of the 
Board at that time that no distorted debt structure should develop 
in this industry. 

Now, we made our recommendations, but they were never 
adopted. I think there has been a feeling on the part of some Mem- 
bers of the Congress that the SEC took care of this problem; that the 
SEC had the power to control securities. But the SEC has no power 
to stop a security issue of an airline so long as the airline tells the 
truth in its prospectus as to the issue. The act which the SEC admin- 
isters is a blue-sky law for the protection of investors. What we need 
is some control over the financing, the security issues, and other 
evidences of debt which will protect the utility; that is, the air carrier. 

Senator Brewster. It is much better for the investor to have a debt 
rather than a stock because the Government guarantees him a return 
on his debt in all probability if it is efficiently run, but it does not on 
the stock. 

Mr. Ryan. That is right. 

Senator Mancuson. Of course, a lot of that came as a result of air- 
lines on the equipment problem. 

Mr. Ryan. Some of it, Senator. 

Senator Magnuson. The bulk of airline debt today has been fixed 
debts incurred because of the equipment problem. 

Mr. Ryan. Very largely; that is right. 

Senator Brewster. Do you allow this 7 percent on the debt as well 
as the equity ¢ 

Mr. Ryan. That is a very pertinent question, Senator, because, if 
we allow the same profit to an air carrier that has built up an un- 
healthy debt structure—a distorted capital structure—we are not do- 
ing anything to encourage equity financing. That is a very pertinent 
question. 

Thus far the Board has not seen fit to make any discrimination 
between the carrier that develops leverage and the carrier that does 
not. 

Senator Brewster. I thought you did in one case you discussed at 
some length. I thought you took it into account, that you would not 
allow them 7 percent. 

Mr. Ryan. I do not recall. 

Senator Magnuson. But you can take it into account ? 

Mr. Ryan. I think the Board would have the power, for 
example—— 

Senator Brewster. The point was made I think in one case. T 
think the Board discussed it, but I do not know what they finally 
did with it. 





—— 
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Mr. Ryan. I do not recall that particular disposition. I think it 
was under discussion at one time. I was referring particularly to a 
policy. It would be possible for the Board to adopt a policy which 
would penalize a carrier which had built up a large debt structure 
out of proportion to the equity capital by allowing that carrier only 
an interest rate on that part of its investment that represented debt. 

Senator Macnuson. The whole point you fellows make here today 
is you can now do these things. You can take into account an airline 
that has done the wrong thing in its debt structure. You can take 
into account any part of its management, any mistakes it has made. 
But the point you make is: It is cumbersome for the Board to do this 
because you have to do it as the chairman said, after the fact, rather 
than being able to get in on it and caution them before the fact. 

Mr. Ryan. Not only that, but I think there is great doubt as to 
whether we have the indirect power, Senator. At any rate, we do 
not have the direct power to control an air carrier’s capital structure. 

The Cuairman. This is an important point. I think it ought to 
be said that the airlines would resist control such as you suggest here, 
to the last ditch: and I think they have got a good deal of reason on 
their side. I think furthermore that, if you do approve a debt, then 
the Government is obligated. 

Mr. Rxan. Not necessarily. 

Senator Brewster. Not if it is an uneconomical operation. 

The CHairMan. I say if they approve it. If the Government says, 
“QO. K.: go out here and borrow $10,000,000; we approve it.” then I 
think the Government has an obligation to pay interest on that. 

Senator Magnuson. At least a pretty persuasive moral obligation 
to pay it. 

Mr. Ryan. Senator, as a practical matter, the airline that today 
has a distorted debt structure has a pretty good chance of getting an 
air-mail rate that will cover his difficulties. As a practical matter, it 
is very difficult for the Board to have to sit by and see one of these air- 
lines that have defense significance go into bankruptcy. We have 
just never permitted that to happen. Theoretically, we could. But 
practically we would find it different. 

So, we would like to be able to close the door before the horse has 
been taken away rather than after. 

Senator Magnuson. Or have something to say about it, at least. 

Senator Brewster. I want to ask the chairman: Is this to be re- 
leased ? 

Mr. Renrzev. We had not intended for it to be, Senator ? 

The CHarrman. You had not intended for it to be released ? 

Mr. Renrzew. No, sir. 

The CuatrmMan. This is entirely executive? 

Mr. Renrzen. That is what we thought. 

The CHarrman. However you want it to be handled is the way it 
will be handled by this committee. 

( Off-the-record discussion. ) 

Senator Brewster. I noticed in the papers this morning that a‘col- 
umnist intimated that there ought to be investigations of how you 
fellows function, and the President and how he functions. I want 
to record my own earnest desire for a most complete investigation of 
anything which may in any way seem to be indicated. It was inti- 
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mated by a columnist this morning that a very firm resistance would 
come from a Senator from Maine. 

I should like to make it clear here that if the chairman in the exer- 
cise of his good judgment decides there ought to be investigations of 
anything, the Senator from Maine will very heartily concur, and the 
more the better. 

I am willing to put in my time or have the committee put in their 
time. I get rather fed up with some of this stuff that goes on about 
insinuations and charges. Whether there ought to be an investigation, 
1 do not know. But, if the chairman decides there should be, I hope— 
and believe I can speak for our side of the aisle—there will be the most 
hearty cooperation. 

Senator Magnuson. We have been conducting an investigation on 
this for how long? 

Senator Brewster. You did last year, a rather extensive one. 

Senator Magnuson. I think we had better get down to some legislat- 
ing instead of investigating. 

Mr. Renrzev. I am quite sure I speak for the board; we would not 
resist. We would be very happy to have any sort of investigation. 
I have been on this Board 6 months now, and I think I have seen pretty 
much the way the board operates, and I do not feel that there is any- 
thing to be concerned about myself. 

The CratrmMan. I have not read the columnist’s article this morn- 
ing, but I am sure that, if he indicates that the Senator from Maine is 
going to resist an investigation, he is completely and entirely wrong. 

Senator Brewster. Misinformed. 

Mr. Ren'rzeu. Do you want us to continue here? 

The Cuarrman. Yes; go right ahead. 

Senator Macnuson. You have only got two points on safety. 

Mr. Rentzev. That is right. We have got the question on enforce- 
ment. We can dispense with any part of this that the committee would 
like. 

Another legislative item which nominally falls under the heading 
of carrier finance, but which also affects the administrative burdens 
of the Board, is the question of relieving air carriers from the necessity 
of filing certain routine contracts. 

At the present time, under section 412 of the act, certain contracts 
between an air carrier and any other carrier affecting air transporta- 
tion must be filed with the Board. Included among these contracts are 
countless numbers of routine aircraft-servicing contracts and others 
of like nature, which must be filed by the carriers and handled by the 
Board. 

We believe that much time on the part of both the Board’s staff and 
the air carriers could be saved for more essential purposes if the Board 
were given power to relieve carriers from the necessity for filing, and 
the Board of approving, these routine agreements. 

A further item, although not one which is of major importance to 
air transportation as a whole, nevertheless is curative of a situation 
which may seriously and adversely affect some individuals. It again 
relates to the Board’s exemption power, which, as I have indicated 
above, is limited to air carriers. 

However, title [V places certain obligations upon some individuals— 
officers, directors, and other persons cntitelling air carriers—and 
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makes certain other acts illegal unless approved by the Board. Many 
situations exist, particularly in regard to the small irregular carriers 
where the Board has found that the carrier should be properly exempt 
from these restrictions. 

This it has done, but the fate of the individuals, who are not “air 
carriers” within the meaning of that term as defined in the act, is left 
in some legal doubt. We therefore recommend that our exemption 
power be extended to cover the individuals affected in cases where the 
air carrier concerned has been exempted under section 416 (b). 


ENFORCEMENT 


The next broad area for legislative action relates to the question of 
enforcement. First and foremost on the Board’s program in this field 
in legislation to impose civil penalties for violations of title IV in 
addition to the present criminal sanctions. In our enforcement work 
in the past, the Board has found that criminal sanctions are difficult 
to enforce, are cumbersome, and leave a stigma on the violator that is 
not always necessary or desirable. 

The Board believes that most minor violations of the economic 
provisions should be handled in a manner similar to that in which 
violations of the safety sections of the act are now treated. Conse- 
quently, we recommend that. the act be amended so as to subject vio- 
lators of the economic provisions of the act to civil penalties. 

Another area in the enforcement field where the Board believes 
additiona] legislation is desirable relates to ticket agencies and other 
sellers of air transportation. Under the existing act the Board may 
order air carriers to cease and desist from unfair or deceptive prac- 
tices and unfair methods of competition in air transportation. 

However, this jurisdiction again is limited to air carriers. We 
have found in the past that many abuses have sprung up in the sale 
of air transportation, particularly over irregular carriers, and the 
Board finds its hands are tied to correct these abuses under the existing 
provisions of section 411. 

The CHairman. I noticed in the press this morning—the trade 
press—that the airlines have expended $16,000,000 in advertising. 
Do you take that into consideration, such expenses as advertising ¢ 

Mr. Renrzev. Yes, sir; and in any mail-pay settlements we quite 
frequently disallow them, or substantial portions. 

The Cuamman. They have to report their advertising expenditures ¢ 

Mr. Renrzev. Yes, sir. General administrative expenditures are 
broken down. This case here, of course, we are dealing with is the 
irregular ticket agency who sells indiscriminately transportation that 
he cannot deliver. 

The Cramrman. Yes: I understand. 

Mr. Renrzev. Plus the fact that he extorts up to 30 percent of 
the sale price from the carrier as the price for his sale. 

Senator Magnuson. Under the present law, it would be only crim- 
inal-violation cases. What you want to do is have also civil? 

Mr. Rentzev. So we can settle it on a fine basis and not take a 
criminal sanction against a person. It seems to us more suitable in 
many instances and easier to prosecute. 
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Complaints in our files indicate that ticket agencies have misrepre- 
sented facts, defrauded customers, and engaged in other unethical 
practices. 

We believe that the Board should have jurisdiction to deal directly 
with these practices which so intimately affect air transportation. 

Along the same line, it is believed desirable to amend section 902 
(d) to clarify that section so as to remove any doubt that ticket agents 
are “agents” within the meaning of the criminal provisions of that 
section. 

The CHarrmMan. Of course, you know the industry would be vio- 
jently opposed to this suggestion ? 

Mr. Renrzev. Do you think they will, Mr. Chairman ? 

The Cuarrman. Yes, sir; I do. 

Mr. Renrzevt. You see, we have control over the airline ticket 
agency through the airlines. It is these irregular people who have 
these ticket agents who defraud the public that we are concerned 
about, Senator. 

The Cuairman. They probably would not object to that, but they 
object to any interference with the sale of tickets by the certificated 
lines. 

Senator Magnuson. They do have control of that. 

Mr. Renrzev. We have control of that. 

The Cuairman. Remote control, probably. 

Mr. Renrzev. It is satisfactory to us. 

Mr. Nunnetey. This is only to increase our power under section 
411, which deals with deceptive and unfair competitive methods. It 
is simply to prevent ticket agents as well as the airline carriers from 
engaging in that kind of practice. 

Senator Magnuson. What does the travel agency get when they 
sell a ticket? 

Mr. Renrzev. A standard travel agency? Five percent, I believe; 
7'2 percent international, and 5 percent domestic. 

Mr. Sweeney. I understand the carriers are very much afraid they 
will be made responsible for all the acts of these ticket agencies by the 
amendment you suggest here and their liability would not thereafter 
be limited by their agency agreements. 

Mr. Renrzev. We simply want to bring the irregulars into line with 
the regulars. That is the principle. 

Mr. Verner. The certificated airlines pretty well police themselves 
and police their own travel agencies, so we do not have that problem 
here. It is only those who are operating with the large irregulars 
who have been giving us any trouble. It is self-policing as far as the 
certificated airlines are concerned. 

Mr. Rentzev. I might say, Mr. Chairman, I never had any doubt 
but what the industry was going to oppose quite a number of these 
measures, and I am not sure the Congress will want to enact them. 
But I think it is a matter that ought to be considered. 

The Cuarrman. That does not necessarily mean they are wrong 
if we oppose them. ‘That does not mean that at all. Congress may 
have a different idea altogether about it. 

Mr. Renrzev. Yes, sir. We felt on the Board that all of these 
matters should be brought to the attention of Congress. 

The Cuairman. Certainly, that is perfectly proper. Your argu- 
ments are desired. 
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SAFETY 


Mr. Renrzeu. In the field of safety the Board has only two rather 
minor amendments to recommend. The first relates to a redefinition 
of “airmen” so as to make it clear that repair agencies, air carriers, 
and the like, engaging in the repair of aircraft, need not employ 
certified mechanics and other certified personnel to perform the opera- 
tions for which they are hired, if the Board relieves them of this 
requirement by regulation. 

The Board believes, if the agencies themselves are certificated and 
subject to enforcement action to correct any abuse which may arise 
that it may not be necessary in all cases to require immediate super- 
visory personnel to have airmen certificates as is now the case under 
the act. 

In a period of expanding emergency activity where new mechanical 
personnel are being employed every day, it is not. believed desirable 
to hamper the efforts of both industry and the Administrator by 
requiring that these airmen be certificated. 

The second proposed safety amendment relates to the clarification 
of title VI so as to make sure that the Board’s rules and regulations 
will apply to the movement of aircraft on the surface on landing 
areas, which is now somewhat doubtful. That has to do with surface 
control for traffic purposes. 

The next broad classification of legislative proposals relates to for- 
eign aircraft. The Board believes, and in this belief we are joined by 
the Administrator of Civil Aeronautics, that the activities now per- 
formed by the Administrator pursuant to section 6 (c) of the Air 
Commerce Act should be transferred to the Board. 

These activities relate to granting authorization to foreign air- 
craft to navigate within the United States otherwise than as a common 
carrier. 

Of course, the Board now has jurisdiction to pass on common 
carrier applications by foreign airlines. But in respect of other 
foreign aircraft, it is now the Administrator’s function to authorize 
their operation—a matter which is becoming increasingly economic 
in nature. In the process of transferring the authority of the Ad- 
ministrator to the Board, both agencies also feel it desirable to modern- 
ize the provisions of that section so that it will better harmonize with 
present-day needs. 

This is an old act and it contemplated a far different type of opera- 
tion than is now prevalent. 

Senator Magnuson. In other words, that is the operation of foreign 
aircraft within our borders? 

Mr. Renvzev. Other than air carriers or common carriers. 

The final topic relates to the changes which we believe desirable to 
further the administration of the act by providing express legislative 
sanction for delegation of functions to personnel of the Civil Aero- 
nautics Board, Legislation was introduced in the Eighty--first Con- 
gress providing for power in the Board to delegates certain of its 
activities. 

We believe it unfortunate that this legislation was not enacted, for 
although the Board undoubtedly has some power to delegate its func- 
tions, the extent of the power has not been explicitly defined, and we are 
forced to delegate in the dark. We are required, in order to accomplish 
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the great bulk of our business, to delegate many of our functions to the 
staff despite the lack of express congressional approval. We believe 
this practice is essential to the sound working of the Board and that 
it should be regularized by congressional action. 

I think that terminates it, Mr. Chairman, except to say that we have 
not cleared this entire presentation with the Bureau of the Budget. 
Some of the items, particularly the one on mail pay separation, have 
been presented to the Bureau. 

The Cuamman. Before you bring legislation up, you will have it 
cleaered, however / 

Mr. Renrzev. Yes, sir; it will come through normal channels. 

Senator Magnuson. The bulk of these recommendations do not in- 
volve much cost one way or the other, except the one that you men- 
tioned, the air mail subsidy payment. 

Mr. Renrzeu. Yes, sir. 

Senator Magnuson. In fact you might save a little money. 

Mr. Renvzev. I think we can. 

The Cuatrman. I think this has been a very able presentation. 

Senator Magnuson. Has the Board finished on the House side on 
their appropriations ¢ 

Mr. Renvrze.. No, sir; we have not been up yet. We are hopeful we 
will get a little more money this time so we can do some of these things 
we got criticized for not doing. 

You probably remember, Senator, the Board took a pretty severe 
appropriations cut last session, approximately $800,000. It was nec- 
essary to let over 100 people go. 

The CrarrMan. Do you have any other questions or suggestions? 

Senator Magnuson. No. 

The Cuatrman. Do any of our visitors from the Board’ or members 
of the Board have anything more to say ¢ 

Senator Magnuson. Mr. Chairman, I just wanted to make this state- 
ment. I think the Board should be commended on adopting a proce- 
dure of coming up here and discussing informally with us these mat- 
ters rather than sometimes we just get the cold bill from somebody and 
we do not know the background of it, and it resolves into a lot of mis- 
understanding and a lot of trouble that could be avoided by some in- 
formal discussions as to the general program ahead of time such as 
this. 

Mr. Lee. Mr. Chairman, may I turn the Senator's congratulations 
around and thank the chairman of this committee for allowing the 
Board the opportunity to come up. I hope periodically we can have 
such a meeting and keep in closer touch so we do not have to play by 
ear. 

Senator Magnuson. We eliminate so much misunderstanding that 
way. 

The Cuarrman. This committee greatly appreciates the coopera- 
tion we have had on the part of the Board and with the Board. It has 
been unusual. We have a great many agencies of the Government, as 
you know, but we have the finest cooperation with this agency that we 
have with any of our quasi-legislative and quasi-judicial agencies 
downtown. 

We appreciate it a great deal. 

Mr. Renrze.. We appreciate the opportunity to appear up here, Mr. 
Chairman. I certainly second what Senator Lee has said, and I know 
all the Board members feel the same way. 
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We are trying to do a job, and it helps us if we know what you 
rant us to do, what your intent was in legislation. I would hope, too, 
that this document for whatever it is worth might be useful reference 
material to you when you get a group of people with a special interest 
coming in to give you a lot of information about their particular 
problem. 

Maybe it will be helpful to have at least our point of view and back- 
ground before you have to answer their questions. This case of the 
irregulars, if I can refer to it for a moment, I think we have done 
everything in our power to preserve the lift that those boys have 
and to put it into the proper channel. They have made a great to do 
about the ability to use those facilities for the national war effort. 

Now we have put them directly in a channel to use it for the national 
defense effort and make some money and stay alive and keep the lift. 
At the same time we have done what we think is legal in trying to 
get them off route operations. 

I think you, Mr. Chairman, you have given us a new thought which 
I think we can look at in regard to providing auxiliary overtlow type 
of service, too. I believe there is ample provision in this policy to do 
that. So I would hope that if they have a good point, if the Board 
is wrong, either in the interpretation of the act or if the act should 
be amended to provide the type of service which they want to provide, 
principally a low-cost, route-type operation serving only the major 
terminals, then I think the Board would certainly heartily abide by 
any decision of the Congress. 

But the way we read the act, to do that you need a certificate. And 
to provide any public convenience and necessity, you should not just 
operate between the cream of points. You should provide a service to 
intermediate points as well, which may be nonprofitable. Then you 
get into the question of an over-all financial situation, which I do not 
think they can meet. 

The Cuarman. Our difficulty with irregulars is that they take these 
matters up with Senators who are not on this committee. They are 
now conferring with the Small Business Committee, and I want to 
transmit this report to the Small Business Committee and suggest to 
the Small Business Committee if they have any questions that they 
take it up either with this committee or with you. 

Mr. Renrzev. Yes, sir; that would be most appreciated. 

The Cuarmman. Do any other members of the Board have any sug- 
gestions or comments to make? 

Mr. Renrzex. I might reiterate we are awfully glad to have our 
Board complete and we have two new members and we are pleased to 
have them with us. 

Mr. Gurney. Mr. Chairman, I would like to say I feel a little more 
at home to have this opportunity to come back up here to your com- 
mittee. I would like to suggest it would be my feeling that this whole 
record should be printed by the committee if your membership so 
desires. 

I know that even if it is not printed, a transcript of what has been 
said here this morning would be very helpful to me; and I hope that 
maybe if you do not have it printed, each member of the Board might 
receive a transcript of the hearing this morning, if it could be pro- 
vided without too much expense. 
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The Cuatrman. I think it ought to be printed. I think this is a 
very valuable report. It has been well presented, and it should be 
printed and made public. ° 

Of course we do not want to do that if the Chairman of the Board 
feels that it ought to be restricted. But it does seem to me that this 
is one report to a committee that ought to be printed and made a Sen- 
ate document. 

Mr. Renrzev. Mr. Chairman, I am sorry; again I did not mean to 
make it restricted or to intimate that it should be restricted. My only 
point was we had not sought any publicity on it and were not going 
to seek any publicity. 

I weet + more than happy, and I think all of us on the Board 
would be very happy, to have it printed or to make it available to 
anybody that you think would be needing it. 

Mr. Ryan. Mr. Chairman, I have not spoken on that, but I would 
add to that, I also join the unanimity of the Board members in saying 
that there is no reason why these statements today should not be pub- 
lished and handed to the press by you or by the committee now or at 
any other time. I understand that is Mr. Rentzel’s position. 

I have appeared before committees, this committee, over a period 
of 18 years, a little longer, and other committees of the Congress, 
Although I may have had a prepared statement, frequently did have 
a prepared statement, I always considered that it was not up to me 
to go to the newspapers and give any publicity on that; that that was 
presented to the committee and the committee itself should determine 
whether it wanted to publish it. 

I imagine that that is naturally our habitual point of view. 

Mr. Rentzeu. May I add to that, too, Mr. Chairman, we did not give 
this information to the airlines. They obtained it from the House 
committee. I thought I ought to make that plain. We did not make 
any copies available. However, we did that mainly because we wanted 
to have an opportunity to come here before this committee and have 
a story to present. But we have given it to no one. 

The Cuarrman. That emphasizes the difficulty of trying to restrict 
any testimony before a committee. I think we have a complete under- 
standing now. If there is anything in the conversations or in the 
report itself that should be deleted from the printed copy, we would 
be very glad to have you revise your remarks. 

Mr. Renrzev. I do not think there is any, but we will look it over 
as promptly as possible and return it. You can use it in any way you 
see fit. 

The Crarrman. Thanks again for coming up. 

(Thereupon, at 12: 30 p. m., the committee ay 
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